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THETICKER 


MUSEUM NEWS 


Museum Launches New Exhibits 
and Educational Program 


Financial literacy is alive and well at 
the Museum. Thanks to a generous anony- 
mous gift, this fall we launched a pilot after 
school and Saturday program to teach 11th 
and 12th graders about financial matters. 


94 students signed up for the 10-week 
course, which covers not just the basics 
of personal finance but also includes live 
immersive experiences like visits to the 
NYSE floor and the Federal Reserve Bank 
gold vault. We strive to make finance 
fun, engaging and not intimidating. Early 
indications are that the Museum Finance 
Academy is a great success, and we are 
seeking funding for the spring and beyond 
as we strive to make this a permanent 
program. This initiative supplements our 


regular class offerings, where we have now 
taught over 150 classes since launching the 
Center for Financial Education in 2010. 

Our calendar is full this fall with a 
robust Henry Kaufman Lecture Series, 
featuring a lineup of first-rate 
speakers. Over the course 
of the next few months our 
headliners include noted 
Goldman Sachs economist 
Abby Joseph Cohen, Under 
Secretary of the Smithso- 
nian Richard Kurin, journalist and author 
Gretchen Morgenson, former Lieutenant 
Governor of New York Richard Ravitch 
and legendary Federal Reserve Chairman 
Paul Volcker. 

Our Lunch and Learn Series has also 
been active with a half dozen events this 
fall on topics ranging from the Liberty 
bonds used to finance World War I to 
ethical investing. These events are posted 
on our website, are free to members and 
are a great way to spend a lunch hour. 


On Election Day, we opened a new 
exhibition, “Checks & Balances: Presi- 
dents and American Finance,” which fea- 
tures objects and documents pertaining 
to the nation’s economy and the per- 
sonal finances of five American Presi- 
dents. Among the highlights is a specimen 
$100,000 gold note bearing the portrait 
of Woodrow Wilson. In the late fall we 
will be launching a full online exhibit to 
supplement the gallery show. 

Later this fall we will also install a por- 
tion of our “America’s First IPO” exhibit 
in Wells Fargo’s Philadelphia museum. 
This exhibit, which showcases unique 
items from financial history like the ear- 
liest known share certificate, will be our 
first true traveling show. And through the 
month of November, we will have on view 
in our gallery a display in honor of Charles 
Dow’s 160th birthday, which has been a 
joint effort with the Market Technicians 
Association. 

Exhibit preparations for 2012 are well 
underway, and we are planning to replace 
“Alexander Hamilton: Lineage and Leg- 
acy” in our featured gallery with an exhibit 
on the gold standard. We expect to bor- 
row gold objects and works of art from a 
number of sources to illustrate the story 
of the gold standard, and we are currently 
seeking funding for this exhibit. 

As always, these programming and 
exhibition efforts take the support of our 
membership. We appreciate your dona- 
tions, and we hope you can see that the 
money is spent wisely on these incred- 
ible programs. As the giving season is 
approaching, please remember the 
Museum. $ 



This specimen of the $100,000 gold note featuring Woodrow Wilson is on view in "Checks & Balances." 



Message to Members 

David J. Cowen I President and CEO 




The National Association of 
Securities Dealers (NASD) is 
incorporated to oversee the 
conduct of brokerage firms. 



Iran, Iraq, Kuwait, Saudi Arabia and 
Venezuela begin meeting in Baghdad 
to form the Organization of the 
Petroleum Exporting Countries (OPEC). 
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THETICKER 


MUSEUM NEWS 


In Remembrance of Museum Volunteer Ruth Baker 


I first met Ruth Baker in the winter 
of 1997. A retired teacher and principal, 
she was interested in volunteering at the 
Museum. We didn’t have any volunteers 
at the time, though we certainly needed 


some, so we happily accepted her offer. 
Thus, Ruth began a stellar career as the 
dean of our volunteer corps, and along the 
way became a grandma to us all. 

For 14 years, Ruth greeted visitors to the 
Museum every Wednesday at the front desk. 
She welcomed everyone with a smile, and 
with an interesting bit of information. She 
also created several of the Museum’s edu- 
cational materials, from the “Wizard of Oil” 
middle school guide for the “Rockefeller 


Rediscovered” exhibit to some of the high 
school content on entrepreneurship. 

My reputation as the local cookie mon- 
ster was well served with Ruth’s terrific 
baking, and few weeks went by without 
something delicious. The 
thank-you conversations 
became longer, and we each 
discovered a very lovely, 
dignified and highly analyti- 
cal friend, eager to help the 
Museum achieve the growth 
and community service we all imagined. 
Ruth would often take the time to pass on a 
compliment or criticism, and the Museum 
benefited greatly from her wise counsel. 

Ruth passed away in September at the age 
of 95. Her granddaughter, Bonnie, wrote to 
me after our shiva call, when I asked for a 
photo of Ruth to put up in the Museum. “I 
know that my grandmother would be so 
flattered and honored by your proposal. 
As she often told me, the Museum was her 



Museum volunteer Ruth Baker. 

‘lifeline,’ a treasured opportunity to con- 
nect with young people, with interesting 
visitors, with ideas and with colleagues who 
became her true friends. She was grateful 
for all the years she was able to serve the 
Museum and its visitors; and the Museum, 
in turn, gave a great deal back to her.” 

Bonnie got it just right. Thank you, Ruth, 
for all that you gave us. $ 



Founder's Letter 


John Elerzog 


Founder and 
Chairman Emeritus 


CORPORATE AND FOUNDATION SUPPORT 


The Museum is most grateful 
for the support of the follow- 
ing corporations and founda- 
tions who have generously 
provided funding for the 
Museum in the past year. 

• American Express 

• Anonymous 

• The Asher Family Foundation 

• The Briar Foundation 

• Carter, Fedya rd 
& Milburn, FFP 

• CFA Institute 

• CME Group 

• Consolidated Edison Co. 
of New York 

• The Curtain Foundation 


• Donaldson Fund 

• Fagenson & Co., Inc. 

• Friedman Family Foundation 

• Geduld Cougar Foundation 

• Goldman Sachs & Go. 

• The Guardian Fife Insurance 
Company of America 

• Henry & Elaine Kaufman 
Foundation 

• Herzog & Co., Inc. 

• IGS Energy 

• ING Americas 

• Institute for Private Investors 

• Power Manhattan 
Development Corporation 

• MacDonald & Cie 

• The McGraw-Hill Companies 


• Morgan Stanley 

• The Mountbatten Institute 

• Nemco Brokerage, Inc. 

• NYSE Euronext 

• NYSE Euronext Foundation 

• Open Society Institute 

• Peter G. Peterson Foundation 

• Peter Jay Sharp Foundation 

• RRE Ventures 

• Saber Partners, EEC 

• Saybrook Capital 

• Scully Peretsman Foundation 

• Securities Industry and 
Financial Markets Assn. 

• Shenkman Capital 
Management 

• Muriel Siebert & Co., Inc. 


• Standard & Poor's 

• The Starr Foundation 

• The Stone Foundation 

• Twenty-First Securities 

• UBS 

• Wells Fargo & Company 

• Winans International 

• Wreyford Family Foundation 

► For information about 
supporting the Museum's 
activities and programs, 
please contact 
Jeanne Baker Driscoll, 

Director of Development, 
at 212 908-4694 or 
jdriscoll@moaf.org. 



Alexander Hamilton 
is sworn in as the 
nation's first Secretary 
of the Treasury. 



The stock market crashes; 
Western Union falls from 75 to 
5416, and the NYSE Board of 
Governors closes the exchange. 



Wal-Mart goes public 
over-the-counter, issuing 
300,000 shares at an 
initial price of $16.50. 
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THETICKER 


MUSEUM NEWS 


"Checks & Balances" Exhibit Opens on Election Day 


On November 8, the Museum opened 
“Checks & Balances: Presidents and 
American Finance,” an exhibit on the 
financial challenges faced by American 
Presidents both in the Oval Office and in 
their personal lives. 

From its inception as an experiment in 
a new kind of democratic government, 
the US has faced a panoply of economic 
and financial challenges. More often than 
not, it was the President to whom the 
nation turned to tackle these problems 
and secure financial prosperity. 

Designed as an ongoing series of rotat- 
ing exhibitions, the inaugural installment 
of “Checks & Balances” focuses on the 


national and personal fiscal policies of five 
of the most well-known Presidents: George 
Washington, Andrew Jackson, Abraham 
Lincoln, Franklin Delano Roosevelt and 
Woodrow Wilson. The exhibit introduces 
important Treasury secretaries and tracks 
significant financial markers, such as GDP, 
presidential salary and the consumer 
price index. It then delves into the per- 
sonal finances of the Presidents, including 
their economic backgrounds and their own 
banking practices. 

Financial historian Robert E. Wright, 
Nef Family Chair of Political Economy 
at Augustana College SD, guest curated 
the exhibit, which was developed and 


designed by Becky Laughner, Director of 
Exhibits and Archives, and Maura Fergu- 
son, Director of Exhibits and Educational 
Programs. 

“The exhibition seeks to create a dia- 
logue between the nation’s financial past 
and the present, presenting the legacy and 
long-term impact of the Presidents’ finan- 
cial policies on today,” said Wright. 

“Checks & Balances: Presidents and 
American Finance” is sponsored by Con 
Edison and will be on display through 
November 2012. An enhanced “Checks & 
Balances” online exhibition is scheduled 
to launch in the late fall. $ 
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THIS IS THE ARMY 

1 - THE BROADWAY THEATRE 


(Left) Second Bank of the 
US shares owned by Baring 
Brothers, April 1830. Andrew 
Jackson's veto of the Bank's 
recharter was the most 
significant economic action 
of his administration. 

(Right) One of FDR's economic 
challenges was to raise money 
for the war effort, as illustrated 
by this patriotic playbill. 



Paul Volcker becomes 
chairman of the 
Federal Reserve. 



The Boston Stock 
Exchange opens 
for trading. 



18 banks in New York 
City suspend payments 
on loans, setting off the 
Panic of 1857. 
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THETICKER 


MUSEUM NEWS 


High School Students Develop Healthy 
Financial Habits In Museum Finance Academy 


By Maura Ferguson, 

Director of Exhibits and 
Educational Programs 

This fall, the Museum launched the 
Museum Finance Academy, a 10-week 
financial literacy course for 11th and 12th 
graders with the goal of teaching stu- 
dents to aspire to financial independence, 
develop an appreciation for savings, make 


financial goals and learn to avoid scams. 

In the program, students learn the life 
cycle of spending and saving which is 
critical as students leave high school and 
move on to college or a career. Progress is 
tracked, and all students who successfully 
complete the program receive a certificate. 
The top student of the semester will be 
awarded a $5,000 college scholarship. 

The Academy was launched as a pilot 


program for the fall 2011 semester and 
is expected to continue with the second 
semester beginning in early 20i2.The pro- 
gram is offered at no charge to students on 
a first come, first served basis, and enroll- 
ment is limited to 20 students per class. 

For more information on the Museum 
Finance Academy, please visit www.moaf. 
org/education or call 212-908-4110. $ 




For further information contact 

Max Hensley 
President US Chapter 
116 Parklane Dr., 

San Antonio, TX 78212 

scripophilyeditor@scripophNy.org 

Philip Atkinson 
Membership Secretary 
167 Barnett Wood Lane, 
Ashtead, Surrey, 

KT21 2LP, UK 

secretary@scripophily.org 

Or visit our website 


www.scripophiiy.org 


Put Financial History in your Hands ... 


loin the International Bond and Share Society, supporting collectors of vintage bonds 
and shares from all countries since 1978. For $30, €22 or £18 annually receive; 

♦ Three issues a year of our full color 32 page journal Scripophily with news, in-deplh arlides, 
auction reports and more 

♦ Membership Directory listing dealers, auction houses and fellow collectors 

♦ Members-only part of the Society website, scripophily.org 

♦ Several mail bid auctions each year 

♦ Breakfast meetings at annual major collector events in Washington DC and Antwerp, Belgium 



Black Tuesday. The 
DJIA plunges 30.57 
points to 230.07, an 
1 1.7% drop for the day. 



The first stock ticker goes 
"online," making continuous 
nationwide transmission of stock 
prices possible for the first time. 



The Dow Jones Industrial 
Average doses above 1000 
for the first time. It finishes 
the day at 1003.16. 
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THETICKER 


FROM THE COLLECTION 


Museum Adds North Africa Note to Collection 



By Lauren Marchisotto 

The Museum has a new addition to 
its “Money: A History” exhibit: a North 
Africa, small-size silver certificate. 
Although silver certificates have been in 
use since the 19th century, these small- 
size certificates were not introduced until 
1928. Prior to their introduction, larger 
format certificates were issued. The North 
Africa notes were printed in $1, $5 and 
$10 denominations. Despite the deceiving 
name, this emergency note, donated to 
the Museum by David F. Noyes, was in 
fact US currency. The name of the North 
Africa note refers to the location of the US 
troops where they were first distributed. 

These types of silver certificates were 
issued during World War II (from 
1942-1944) so that United States troops 
had access to US currency while fighting 
abroad in Africa and Europe, which were 


unstable areas. The main purpose of the 
notes was that they could be easily iden- 
tified and declared invalid in the event 
that the troops and their surrounding 
areas were captured. If that were to hap- 
pen, then the notes could no longer be 
used to further the causes of US enemies 
by either using the currency directly or 
making counterfeit copies once they were 
devalued. 

North Africa notes were not the only 
kind of small- size currency issued during 
this turbulent period. Due to fear of the 
capture and occupation of the Hawai- 
ian Islands by the Japanese, the US gov- 
ernment also distributed small-size silver 
Hawaii notes in denominations of $1, $5 
and $10. Hawaii was also issued $20 Fed- 
eral Reserve notes. 

Although at first glance the emergency 
notes looked similar to US currency, it was 
simple to discern the differences of these 


certificates from standard US currency. 
The feature that stands out the most is that 
each type of note was distinguished by the 
unusual color of the seals. Standard silver 
certificates had blue seals, while the North 
Africa notes had yellow seals and Hawaii 
notes had brown seals. In the case of the 
Hawaii notes, an additional marking of 
the word “Hawaii” was added in small 
block letters on the front and in larger 
outlined letters on the back. In an effort 
to streamline the nation’s currency in the 
1960s, they were discontinued. $ 

The Museum would like to thank David F. 
Noyes for his recent donation, which also 
included Liberty Loan receipts signed by 
his great grandfather, George Washington 
Noyes. Mr. G. Noyes was Treasurer of the 
City Five Cents Savings Bank in Haverhill, 
MA. 




Ivan Boesky, one of Wall Street's top traders, 
settles with the government on charges of securi- 
ties fraud, implicating Michael Milken of Drexel 
Burnham Lambert in an insider-trading scheme. 



In the same room where the Declaration 
of Independence was adopted 1 6 years 
earlier, the Insurance Company of North 
America holds its IPO at $10 per share. 
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EDUCATORS' PERSPECTIVE 


Unlocking Value at Biltmore Estate 


By Brian Grinder and Dan Cooper 

The surviving mansions built by the 
descendants of Cornelius Vanderbilt dur- 
ing the Gilded Age are fascinating. In the 
late 1990s, my co-author Dan lived in a 
large house on the west side of the Hudson 
River known as the Aberdeen Mansion of 
West Park, NY. Directly across the river 
from the Aberdeen stands the Vander- 
bilt mansion of Hyde Park, which was 
built by Frederick Vanderbilt in the late 
1890s and is now owned and operated by 
the National Park Service. I [Brian] spent 
a couple of summers out in New York 
working with Dan at Aberdeen and never 
tired of the view across the river of the 
Vanderbilt mansion. One of our colleagues 
mentioned there was another Vanderbilt 
mansion in North Carolina known as Bilt- 
more Estate that was much larger than the 
Hyde Park house. While the thought of 


a larger Vanderbilt home intrigued me, I 
couldn’t imagine traveling to North Caro- 
lina just to visit such a place. Last summer, 
however, I had the opportunity to attend 
my nephew’s wedding in Wilmington, NC, 
and although Biltmore Estate is on the 
other side the state, I took the opportunity 
to finally visit this Gilded Age wonder. 

Upon arriving at Biltmore, we were 
given a copy of the Biltmore Map & Guide 
which contains an interesting statement: 
“In 1895, George Vanderbilt created Bilt- 
more as an escape from everyday life 
for his family and friends. Today, his 
descendants invite you to enjoy the Van- 
derbilt legacy of hospitality on the 8,000 
acre estate...” George Vanderbilt’s family 
members still own the estate? What a sur- 
prise! Most historic homes are no longer 
owned by descendants of the builders 
but are either administered by a federal 
agency or held in trust by a non-profit 


organization. Biltmore Estate, however, is 
operated as a for-profit organization. This 
was intriguing to me, and I had to know 
more about how this all came about. 

George Washington Vanderbilt, II was 
the youngest son of William Vanderbilt 
and the grandson of Cornelius Vander- 
bilt. Biltmore’s forester, Gifford Pinchot 1 , 
described him as “...a lover of art and 
of the great outdoors, a slim, simple and 
rather shy young man, too much and too 
long sheltered by female relatives, enor- 
mously rich, unmarried, but without rac- 
ing stables or chorus girls in his cosmos. 
Biltmore was his heart’s delight.” This 
bookish young man, who would even- 
tually amass a library of 23,000 books 
written in eight different languages, first 
visited the Asheville, NC area during the 
winter of 1888 with his mother. Later that 
year, he began buying land in the area and 
commenced building the house in 1889. 



George Vanderbilt's Biltmore Estate in Asheville, NC, circa 1 930. 
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EDUCATORS' PERSPECTIVE 



Biltmore Estate's ancient Norman banquet hall, with a triple fireplace, 
Gobelin tapestry draped walls and marble sculptures. 


The house was designed by Richard 
William Morris Hunt, America’s foremost 
architect at the time, and landscaped by 
none other than Frederick Law Olmstead, 
the designer of New York City’s Central 
Park. Although it was still unfinished, 
Vanderbilt moved into the house in 1895 
and invited his family to join him for 
Christmas at Biltmore. 

Vanderbilt wed Edith Stuyvesant 
Dresser in 1898, and their daughter Cor- 
nelia was born in 1900 at Biltmore. That 
year, although the house was still unfin- 
ished, construction came to a halt. The 


family was either wearying of the con- 
struction noise, or more likely George was 
running out of money. Two rooms on 
the main floor, the sitting room and the 
music room, would remain unfinished for 
decades. Even in its unfinished state, the 
house was impressive boasting 175,000 
square feet, four acres of floor space, 255 
rooms, 34 bedrooms, 43 bathrooms and 
65 fireplaces. A swimming pool, gymna- 
sium, bowling alley, servants’ quarters 
and kitchens could all be found in the 
basement. Arthur T. Vanderbilt, II wrote 
a telling description of the house: “Like the 


grand finale of a Fourth of July fireworks 
display, George Vanderbilt’s Biltmore was 
the biggest and most startling of the Van- 
derbilt mansions. It was overwhelming. 
And it was the end. One by one, the man- 
sions now would begin to fall.” 2 

The Vanderbilts made Biltmore their 
primary home until 1912, when they pur- 
chased a house in the Washington, DC 
area. This house was much less expensive 
to maintain and was closer to the social 
and political activities of the nation’s capi- 
tal. George Vanderbilt died unexpectedly 
in 1914 of complications from appendici- 
tis, leaving his wife to manage Biltmore for 
Cornelia, who was to inherit the estate on 
her 25th birthday. Junius Adams, a local 
Asheville lawyer, took over the day-to-day 
management of the estate and developed 
the dairy farm into Biltmore’s primary 
money maker. 

Cornelia was never terribly interested 
in Biltmore. She married British diplo- 
mat John Cecil in 1924, and the two of 
them opened Biltmore to the public for 
the first time in 1930. Even though they 
charged an admission fee of $1.50 per 
person, the house failed to pay for itself; 
profits from the dairy covered shortfalls 
for many years. 3 After the Cecils divorced 
in 1934, Cornelia packed up their two 
children, George and William, and moved 
to Europe never to return to the United 
States or Biltmore. After the divorce John 
Cecil returned to Biltmore and lived there 
until his death in 1954. 

Both George and William Cecil eventu- 
ally returned to Biltmore Estate. George 
managed the dairy while William helped 
manage the house and gardens. He alone 
saw potential in the old Gilded Age cha- 
teau. Historian Howard E. Covington, Jr. 
recounts a conversation William Cecil had 
with David Rockefeller, who asked him 
what he planned to do with the “white ele- 
phant” in North Carolina. Cecil told him, 
“I’m going to turn it into a black elephant.” 
To which Rockefeller replied, “Can’t be 
done. I’ve tried it at Williamsburg.” 

Biltmore Estate was more than just a 
Gilded Age monstrosity to William Cecil. 
It was an architectural marvel that was 
filled with magnificent artwork includ- 
ing 16th century tapestries and paintings 
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by the likes of Renoir and John Singer 
Sargent. In the huge library, Giovanni 
Pellegreni’s Chariot of Aurora graced the 
ceiling. These assets, along with the gar- 
den and grounds, were of great value, 
and Cecil was convinced they could be 
harnessed to generate a profit. 

Upon the death of Junius Adams in 
1962, William Cecil took over manage- 
ment of the house and gardens and began 
to attend to necessary items such as rou- 
tine maintenance. He also hired a curator, 
increased the marketing budget substan- 
tially and streamlined admissions proce- 


The basement was opened to the public 
in 1980 after George and William agreed 
to split up the Biltmore Company. George 
got the dairy, and William was left with 
the house and 8,000 acres. He could no 
longer count on the dairy to subsidize the 
house, but the new basement tour, which 
cost an additional $3 per person, helped to 
attract more visitors and improve the bot- 
tom line. Cecil also began producing wine 
on the estate in the late 1970s. Knowing 
next to nothing about the art of winemak- 
ing, Cecil went from making a wine with 
an “unpleasant aftertaste” to producing 


“Do you know what my problem is? I have a 
hundred ideas a day, I know they’re not all 
good, but my problem is I think they are.” 

— William Amherst Vanderbilt Cecil 


dures. In 1969, the house and garden pro- 
duced its first profit of $16.34. Cecil’s idea 
was to generate profits in order to preserve 
the estate. This was very far from the 
thinking of most other historic sites which 
were operated as non-profit institutions, 
but Cecil was an oddity. While most his- 
toric home preservationists concentrated 
on Revolutionary War era or Civil War 
era landmarks, Cecil focused on preserv- 
ing a home from the decadent Gilded Age. 
Furthermore, Cecil’s for-profit position 
was nothing short of scandalous. 

Cecil knew he had to strike a balance 
between preservation and profits. His Eng- 
lish upbringing brought with it a sense 
of decorum that prevented the develop- 
ment of gift shops and restaurants on the 
grounds of Biltmore for many years. 4 With 
an eye towards preservation, Cecil finally 
finished the sitting room and the music 
room in the 1970s. These rooms attracted 
additional visitors, as did the initiation 
of “Christmas at Biltmore” in 1975. Prior 
to this, the estate closed down during 
the Christmas season, but the additional 
December operating hours proved popular 
and generated significant revenues. 


award-winning wines that have helped 
enhance the reputation of North Caro- 
lina’s wine industry. 

At the centennial celebration of the 
opening of Biltmore in 1995, William Cecil 
surprised everyone by announcing his 
retirement. His son William (Bill) Cecil, 
Jr. now manages Biltmore and has con- 
tinued in the tradition of his father by 
building a hotel on the grounds of the 
estate and developing Antler Hill Village 
around the winery. According to Cov- 
ington, William Cecil’s “yeasty mix of 
ideas’... transformed Biltmore House and 
Gardens from an expensive drain on the 
family-owned business into a potential 
profit center with annual revenues of $3.5 
million.” 

The estate now attracts more visitors 
than Mount Vernon or Monticello. In 
fact, many historical sites such as Mount 
Vernon now look to Biltmore as a model. 
William Cecil was successful because he 
saw value where no one else did and acted 
on his vision even though others thought 
he was crazy. In the process, he changed 
the way historic sites are managed, carved 
out opportunities for his children and 


preserved a valuable shrine to the Gilded 

Age for future generations. $ 

Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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Notes 

1. According to Bryan (1994), Gifford Pin- 
chot launched “both his career and the 
forestry profession under Olmstead at 
Biltmore,” where he established the first 
managed forest in America. 

2. T.J. Stiles (2009) describes Biltmore and 
the other homes built by Cornelius Van- 
derbilt’s descendants as “monuments to 
an outrageous self-indulgence that the 
Commodore would have scorned ...” 

3. According to Covington (2006), most 
historic homes charged about 25 cents. 
Today, Biltmore still charges more than 
other historic venues with an at-the-door 
admission price of $55 per person. By way 
of comparison, the Hyde Park mansion, 
built by George’s older brother Frederick, 
currently charges $8 per person. 

4. Covington (2006) relates Cecil’s reaction 
to the suggestion that the estate start 
selling t-shirts with the Biltmore logo on 
them. Cecil snorted, “I’ll be damned if I’ll 
sell underwear.” He did, however, agree to 
sell polo shirts. 
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ECONOMICS 



I was born in 1945. When someone my 
age makes a prediction about something 
that will happen 100 years from now, 
he needn’t worry about being teased by 
friends if it doesn’t pan out. Without trep- 
idation, then, I offer the following predic- 
tion. One century hence, if a roster of pro- 
fessional economists is asked to identify 
the intellectual father of their discipline, a 
majority will name Charles Darwin. 

If the same question were posed today, 
more than 99% of my colleagues would 
name Adam Smith. My views about Dar- 
win’s significance reflect no shortage of 
admiration for Smith on my part. On 
the contrary, reading any random pas- 
sage from the 18th-century Scottish moral 
philosopher’s masterwork, The Wealth of 
Nations , still causes me to marvel at the 
depth and breadth of his insights. 

Darwin was himself no slouch, obvi- 
ously, yet few people outside academic 
departments of biology and economics 
associate his name with ideas in econom- 
ics. Those who have studied Darwin’s the- 
ory of evolution carefully, however, realize 
that he was in fact heavily influenced by the 
works of the economists Thomas Malthus 
and David Ricardo. Malthus had been a 
student of Smith’s, and Ricardo was heav- 
ily influenced by The Wealth of Nations. So 
even if my prediction comes true, Smith’s 
fans can still justifiably think of him as the 
great-grandfather of economics. 

I base my prediction on a subtle but 
extremely important distinction between 
Darwin’s view of the competitive process 
and Smith’s. Today Smith is best remem- 
bered for his invisible hand theory, which, 
according to some of his modern disciples, 
holds that impersonal market forces chan- 
nel the behavior of greedy individuals to 
produce the greatest good for all. This 
characterization is an oversimplification, 
but it captures an important dimension 
of Smith’s understanding of the competi- 
tive process. In any event, it is fair to say 
that the invisible hand theory’s optimistic 
portrayal of unregulated market outcomes 
is the bedrock of anti- government activ- 
ists’ worldview. They believe regulation is 
unnecessary because they believe unbri- 
dled market forces can take care of things 
quite nicely on their own. 

Darwin’s view of the competitive pro- 
cess was fundamentally different. His 
observations persuaded him that the 
interests of individual animals were often 
profoundly in conflict with those of their 


own species. In time, I predict, the invis- 
ible hand will come to be seen as a special 
case of Darwin’s more general theory. 
Many of the libertarians’ most cherished 
beliefs, which are perfectly plausible 
within Smith’s framework, don’t survive 
at all in Darwin’s. 

Even so, the invisible hand theory was 
a genuinely revolutionary insight, all the 
more so because in hindsight it seems so 
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obvious. Why does a business owner go 
to the trouble of designing a new product 
that consumers are likely to find appeal- 
ing? Why does he invest such effort to 
revamp his production process to reduce 
costs? The motive, as Smith and undoubt- 
edly many before him clearly saw, was 
simply to make more money. What others 
did not see clearly was the responses those 
actions would provoke from rival business 
owners, and how the ensuing dynamic 
would produce outcomes very different 
from the ones intended. 

If one producer comes up with a 
cheaper way of manufacturing a prod- 
uct, he can cut his price slightly and steal 
market share from his rivals. In the short 
run, his profits soar, just as he’d hoped. 
But the loss of market share by rival firms 
gives their owners a powerful incentive 
to mimic the original cost-saving innova- 
tion. And once the innovation spreads 
industry-wide, the resulting competition 



drives the product’s price down to a level 
just sufficient to cover the new, lower pro- 
duction costs. The ultimate beneficiaries 
of all this churning are consumers, who 
enjoy steadily improved products at ever 
lower prices. 

Smith was well aware that unregulated 
markets didn’t always produce the best 
outcomes. For the most part, the mar- 
ket failures that were his focus involved 
underhanded practices by business leaders 
in a position to wield power. When mar- 
kets failed, in Smith’s view, it was because 
of an absence of effective competition. A 
firm might deceive its customers about 
the quality of its offerings; or it might cut 
prices to drive rivals out of business, only 
to raise prices again once they were gone. 
Such abuses were common in Smith’s day 
and, though less frequent now, remain 
part of the landscape. 

Social critics on the left have long 
focused on anti-competitive behavior as 
the key to understanding why markets 
fail. The late John Kenneth Galbraith, for 
example, stressed the contrast between 
the “traditional sequence” envisioned by 
Smith’s modern disciples and a “revised 
sequence” that Galbraith saw as a more 
accurate portrayal of the modern market- 
place. In the traditional sequence, con- 
sumers enter the market with well-formed 
preferences, and firms struggle to meet 
their demands as well and cheaply as pos- 
sible. But in Galbraith’s revised sequence, 
powerful corporations first decide which 
products would be most convenient and 
profitable for them to produce, and then 
hire Madison Avenue hucksters to per- 
suade consumers to want those products. 

Many economists remain skeptical 
about this account, citing conspicuous 
examples of corporate failure, such as 
the Ford Edsel in Galbraith’s day. Ford 
introduced the Edsel with great fanfare in 
September 1957. Its outsized promotional 
budget included a widely- viewed national 
television special, “The Edsel Show.” But 
customers never showed much enthu- 
siasm for it and production was discon- 
tinued in i960. More recently, Microsoft 
spent almost a billion dollars to develop 
and promote the Kin, a smartphone tar- 
geted at the youth market. The phone, 
which hit stores in April 2010, was uncer- 
emoniously pulled from shelves 45 days 
later because of abysmal sales. 

Notwithstanding such failures, there 
is little doubt that advertising campaigns 
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can shift consumer tastes. But from the 
perspective of those who are skeptical 
about markets, advertising wizardry is 
a two-edged sword. The driving force 
behind the invisible hand is greed, and 
if producers are currently selling inferior 
products at inflated prices, there is cash 
on the table. If a rival producer could let 
consumers know that a better, cheaper 
model was available, he could make lots 
of money. Modern marketing methods 
are surely up to that task. Competition 
is obviously still far from perfect, but 
today s markets are much closer to the 
perfectly informed, frictionless ideal than 
were those of Smith’s day. 

Darwin trained his sights on competi- 
tion not among merchants but among 
members of plant and animal species. But 
the two domains, he realized, share deep 
similarities. Darwin’s analysis revealed a 
systemic flaw in the dynamics of compe- 
tition. The failures he identified resulted 
not from too little competition, but from 
the very logic of the process itself. The 
central premise of his theory was that 
natural selection favored variants of traits 
and behaviors insofar as they enhanced 
the reproductive fitness of the individual 
animals that bore them. If a trait made 
the individual better able to survive and 
reproduce, it would be favored. Otherwise, 
it would eventually vanish. In many cases, 
Darwin recognized, the same variant that 
served the individual’s interest would also 
serve the interests of its species. But he also 
saw that many traits promoted individual 
interest to the detriment of the species. 

As an example in the former category, 
consider the speed of the gazelle. Mature 
members of this species can sustain speeds 
of 30 mph for extended periods and can 
reach 60 mph in short bursts. How did they 
become so fast? Gazelles are fast because 
they evolved in an environment in which 
being faster than others was often deci- 
sively advantageous. The gazelle’s preda- 
tors, which include the cheetah, are also 
very fast, and there are few places to take 
shelter on the terrain where both groups 
evolved. Slower genetic variants among 
the modern gazelle’s ancestors were more 
likely to be caught and eaten. 

Since the selective pressure that forged 
speed in gazelles was the threat of being 
caught by predators from other species, 
greater speed posed no conflict between 
the interests of individual gazelles and 
those of gazelles as a species. Up to some 


point, being faster conferred advantages 
for both individual and species. With 
respect to this particular trait, then, Dar- 
win’s natural selection narrative closely 
tracks Smith’s parallel invisible hand nar- 
rative about the proliferation of cost-sav- 
ing innovations and attractive new prod- 
uct designs. 

Many other traits, however, increase 
the reproductive fitness of each individual 
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while simultaneously imposing significant 
costs on the species as a whole. Such con- 
flicts are especially likely for traits that 
confer advantage in an individual’s com- 
petition with members of its own species. 

A case in point is the outsized antlers of 
bull elk. These antlers function as weap- 
onry in the competition among bulls for 
access to females. Because a mutation that 
coded for larger antlers made a bull more 
likely to defeat its rivals, it was quick to 
spread, since these bulls won access to 
many cows, each of whose calves carried 
the mutation. Additional mutations accu- 
mulated over the generations, in effect 
creating an arms race. The process seems 
to have stabilized, with the largest antlers 
of North American bull elk measuring 
more than four feet across and weighing 
more than 40 pounds. Although each 
mutation along this path enhanced indi- 
vidual reproductive fitness, the cumulative 


effect of those mutations was to make life 
more miserable for bull elk as a group. 

The conflict between individual and 
species arises because reproductive fitness 
is essentially a relative concept. Under 
natural selection, the traits that succeed 
are those that confer relative advantage. 
To spread, it is not sufficient that a genetic 
variant be helpful. It must be more help- 
ful than the other variants with which it 
is competing. A trait that evolves because 
it helps the individual compete against 
members of the same species typically 
constitutes a handicap for the species as 
a whole. 

Darwin’s central insight does a lot of 
the heavy lifting in my project to take the 
libertarian’s basic principles as my start- 
ing point and then explore what those 
principles imply about the kind of govern- 
ment that freedom-loving people might 
choose for themselves. Their choice clearly 
depends heavily on the kinds of outcomes 
they can expect from unbridled compe- 
tition in the marketplace. Libertarians’ 
expectations have been guided by Smith’s 
invisible hand narrative and its presump- 
tion of perfect competition. In the nat- 
ural environments that were Darwin’s 
concern, the kinds of impediments to 
competition that worry traditional market 
skeptics were almost completely absent. 
Yet Darwin’s understanding of the com- 
petitive process itself supports a profound 
measure of skepticism about market out- 
comes. It is instructive to examine more 
closely how that understanding causes the 
invisible hand account to falter. 

The libertarian’s faith in unregulated 
markets rests on several premises. Two 
of the most important are that consumers 
are well informed and that markets are 
competitive. Unless we insist on reading 
these premises literally, there is nothing 
in Darwin’s framework that challenges 
either of them. Of course, with so many 
millions of products and services avail- 
able, no consumer could possibly be well 
informed about every option. But they are 
reasonably well informed, or could choose 
to become so, about the options most 
likely to be important. Similarly, no mar- 
ket could possibly satisfy all the stringent 
conditions required for perfect competi- 
tion — completely free entry and exit and a 
large number of firms producing identical, 
standardized products, each serving only a 
small share of the market. Yet most mar- 
kets are workably competitive, in the sense 
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that if a clearly better option were possible, 
an entrepreneur would eventually step for- 
ward and make consumers aware of it. 

In short, Darwin’s challenge has noth- 
ing to do with the kinds of competitive 
imperfections traditionally invoked by 
market skeptics. If libertarians were going 
to empower the state to regulate firms in 
any way, it would not be because of any 
evidence that markets were insufficiently 
competitive. 

But Smith’s invisible hand narrative also 
requires some additional assumptions, 
ones that available evidence should lead 
any reasonable person to question. One is 
that people are rationally attentive to all 
relevant costs and benefits of the various 
options they consider. Another is that to 
the extent that material resources matter 
for well-being, it is absolute income that 
counts, not relative income. Compelling 
evidence suggests that both assumptions 
fail in ways that undermine the invisible 
hand narrative. The implications of the 
second assumption’s failure are especially 
problematic. 

As concerns the first assumption, a large 
body of research has demonstrated that 
people are not attentive to costs and ben- 
efits in the manner required by traditional 
theories of rational consumer behavior. 
For example, people tend to be attentive 
even to small costs and benefits that are 
certain to affect them immediately, but 
tend to give short shrift even to large costs 
and benefits that are either uncertain or 
occur with significant delay. People also 
exhibit a systematic tendency to treat 
gains very differently from losses. That 
asymmetry is not irrational per se, but its 
magnitude often leads to outcomes that 
are unattractive from the decision maker’s 
own point of view. 

We can’t pretend to understand how 
markets function unless we begin with a 
reasonably accurate portrait of the struc- 
ture of human motivation. Human moti- 
vation resides in the brain, which has 
been evolving for millions of years. Its 
proximate purpose in every generation 
was to guide its bearer to take the actions 
that would best promote the transmis- 
sion of its genetic blueprint into the next 
generation. The Darwinian framework is 
the only scientific framework available 
for trying to understand why humans and 


other animals are motivated to behave as 
they do. 

Human motivation is complex and mul- 
tidimensional. When economists try to 
model it in an attempt to understand how 
markets work, they are forced to adopt 
stick-figure simplifications. But some of 
those simplifications have been extreme. 
Most economists, for example, assume 
that people are purely selfish, even though 
there is compelling evidence for motives 
that transcend narrow self-interest. Most 
also assume that the satisfaction people 
take from consumption depends only on 
the absolute amount of it, even though 
there is compelling evidence that relative 
consumption also matters. 

Experience confirms that psychological 
reactions to many consumption expe- 
riences depend heavily on the context 
in which those experiences occur. Some 
people, for example, derive pleasure from 
the experience of driving a fast car. But 
how fast does a car have to be to deliver 
that pleasure? It’s impossible even to 
think about that question without know- 
ing something about the relevant context. 
In the 1920s, a car would have seemed fast 
if it could reach 60 mph eventually. But as 
the years have passed, the standards that 
define fast have changed considerably. In 
2011, the Porsche 911 Turbo reaches 60 
mph in less than three seconds. That's fast. 
But it won’t seem fast forever. 

Further evidence of the importance of 
relative position comes from studies of 
the determinants of happiness, or subjec- 
tive well-being. Early investigators found 
that whereas measured average happi- 
ness levels within a country tend to be 
highly stable over time, even in the face of 
significant economic growth, individual 
happiness levels within any country at a 
given moment of time depend strongly 
on income. Recent work documents a 
robust negative association between indi- 
vidual happiness measures and average 
neighborhood income, a link that does 
not appear to stem from selection bias or 
other statistical artifacts. 

In sum, no economic model can hope 
to capture how markets actually function 
unless it begins with the assumption that 
context shapes evaluation in significant 
ways. Yet the models that underlie Adam 
Smith’s invisible hand narrative assume, 


preposterously, that context doesn’t mat- 
ter at all. And it’s not just libertarians 
and right-wing zealots who embrace that 
assumption. The very same models under- 
lie all economic forecasting and policy 
analysis done in government for more 
than a century. 

In the more than 30 years I have been 
writing about positional concerns, the 
most frequent response from those on 
the right has been to accuse me of try- 
ing to incite class warfare. They dismiss 
positional concerns for the same reason 
they dismiss the preferences of sadists. But 
bringing positional concerns into the con- 
versation is nothing remotely like giving 
policy weight to the preferences of sadists. 
We can all agree that society has a legiti- 
mate interest in discouraging negative 
emotions like envy and jealousy. Because 
there will always be someone out there 
with more and better stuff, being preoccu- 
pied with that fact would be a sure recipe 
for unhappiness. Teaching our children 
not to envy the good fortunes of others is 
a worthwhile project. 

But such teachings, even if completely 
successful, will not eliminate the conse- 
quences of wasteful spending prompted 
by concerns about relative position. Such 
waste stems far less from envy than from 
the fact that many important rewards in 
life depend on relative consumption. In 
any event, tax remedies for positional 
externalities are no more an endorse- 
ment of envy than speeding tickets are an 
endorsement of driving too fast. $ 


This article was adapted from The Darwin 
Economy by Robert H. Frank (Princeton 
University Press, September 2011). Frank 
is an economics professor at Cornell's 
Johnson Graduate School of Manage- 
ment, a regular “Economic View'' col- 
umnist for The New York Times and a 
Distinguished Senior Fellow at Demos. 
His books, which have been translated 
into 22 languages, include The Winner- 
Take-All Society (with Philip Cook), 
The Economic Naturalist, Luxury Fever, 
What Price the Moral High Ground? 
and Principles of Economics (with Ben 
Bernanke). 
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Father of Modern Portfolio Theory 


STILL D WEBS’®** 1 ® 


By Alan Lavine 


Harry Markowitz’s Nobel Prize win- 
ning Modern Portfolio Theory was put to 
the supreme test in The Great Recession 
of 2008. The stock market plunged nearly 
40%, stock and corporate bond markets 
crashed, the money markets froze up. 
Uncle Sam had to bail out major banks, 
while letting Bear Stearns and Lehman 
Brothers fail. 

It raised the big question: Does Modern 
Portfolio Theory hold up during once-in- 
a-lifetime events? 

“It is sometimes said that portfolio the- 
ory fails during a financial crisis because 
all asset classes go down and all correla- 
tions go up,” Markowitz said in a tele- 
phone interview from his office in San 
Diego, CA. 

But this, stressed the Ph.D. winner of the 
Nobel Prize for economics, is already pre- 
dicted by his Modern Portfolio Theory. 

“Generally, asset classes move roughly 
in proportion to their historical betas,” he 
said. The beta value is a measure of how 
risky an asset is in relation to the overall 
stock market. The S&P 500, for example, 
has a beta value of one. So a stock or 
mutual fund that has a beta value greater 
than one will lose more money when the 
market declines than a stock that has a 
beta value less than one. 

Portfolio managers that limited risk 
during the 2008 recession kept a percent- 
age of their portfolios in US Treasury 


bonds and gold bullion. These investments 
performed well while stocks worldwide 
and high-yield corporate bonds plunged, 
Markowitz says. 

For over six decades, “MPT,” as Mod- 
ern Portfolio Theory is nicknamed, has 
provided money managers and sophisti- 
cated investors with a tried-and-true way 
to select portfolios. 

Markowitz’s work is the key to squeez- 
ing the best returns with the least amount 
of risk out of portfolios of different asset 
classes. It analyzes the effects of asset risk, 
correlation and diversification on expected 
portfolio returns. But much depends upon 
how you split up your investment pie, 
Markowitz stresses. 

Markowitz, at 84 years old, teaches his 
landmark Modern Portfolio Theory at the 
Rady School of Management at the Uni- 
versity of California, San Diego. He is also 
working on a book and consulting with 
companies, such as Index Fund Advisors, 
an investment advisory firm, and Guided 
Choice, advisor to 40i(k) plan sponsors. 

Markowitz was born an only child in 
Chicago in 1927. His parents, Morris and 
Mildred, owned a neighborhood gro- 
cery story. Because his family was in the 
food and dry goods business, he was not 
severely affected by the Great Depression. 
Like other boys his age, he liked playing 
basketball and football. He also played the 
fiddle in the high school orchestra and 


liked reading comic books. But in high 
school, he took to studying physics and 
astronomy. He also read the philosophy 
of David Hume and Charles Darwin’s The 
Origin of Species. 

Markowitz said he had no plans to go 
into economics when he graduated from 
the University of Chicago after completing 
a Bachelor’s degree in two years. He was 
fascinated with the economics of uncer- 
tainty, and credits a course on “Observa- 
tion, Interpretation and Integration” with 
having a strong impact on him. 

Modern Portfolio Theory did not 
emerge from a vacuum. The use of sta- 
tistical methods has its roots in the 17th 
and 18th centuries. Christian Huygens, in 
1657, published a work on the calculus of 
probabilities, based on communications 
with French mathematicians Blaise Pascal 
and Pierre de Fermat. Swiss mathemati- 
cian Johann Bernoulli published studies 
on mathematical expectations. Work by 
English mathematician Thomas Bayes in 
1763 determined probabilities based on 
observed frequencies could be applied to 
social decision making. In 1812, a Pierre - 
Simon Laplace book, The Analytic Theory 
of Probabilities, revealed probability esti- 
mates could be used to solve many differ- 
ent types of problems. 

In the early 20th century, many of the 
faculty members in the economics depart- 
ment of University of Chicago emphasized 
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mathematics in economic decision-mak- 
ing. His mentors included renowned fac- 
ulty members Leonard Savage, Tj ailing 
Koopmans, Milton Friedman and Jacob 
Marschak. 

One study, published by Milton Fried- 
man and Leonard Savage in The Jour- 
nal of Political Economy in August 1948, 
especially influenced him. The study, 
“The Utility Analysis of Choices Involv- 
ing Risk,” revealed that when individuals 
choose occupations, investments or busi- 
ness ventures, they essentially make one 
of two decisions. They either take risks or 
play it safe. Also influencing his thinking 
was Tj ailing Koopmans’ graduate course 
on activity analysis. 

While working on his Ph.D., Markowitz 
was invited to become one of the student 
members of the Cowles Commission for 
Research in Economics, now the Cowles 
Foundation at Yale University in New 
Haven, CT. The commission, affiliated 
with the University of Chicago from 1939 
to 1955, fosters the development and appli- 
cation of rigorous logical, mathematical 
and statistical methods of analysis in eco- 
nomics. Economist Alfred Cowles III, its 
founder, was a fellow and treasurer of the 
New York-based Econometric Society, an 
international society for the advancement 
of economic theory in relation to statistics 
and math. Cowles, whose grandfather was 
a founder of The Chicago Tribune , applied 
statistical techniques to compare financial 
performance. 

Markowitz said his experience work- 
ing on the Cowles Commission helped 
him get an idea for his dissertation. While 
waiting to see his dissertation advisor, 
Jacob Marschak, he began chatting with 
Marschak’s stockbroker, who also awaited 
Marschak. Markowitz already had learned 
from Marschak about using probability 
mathematics to study the elasticity of 
demand for money and the relationship of 
money to wealth. So he naturally expanded 
that idea to financial market performance. 

Markowitz got some basic ideas of port- 
folio theory while reading John Burr Wil- 
liam’s book, Theory of Investment Value 
(Fraser). Williams’ book stressed that the 
value of a stock should equal the present 
value of future dividends that a company 
is expected to pay shareholders. He began 
applying probabilities to determine the 
risk and return of portfolios. 

Investors already had been spreading 
their risks ever since the first bull market 


on Wall Street in 1792. But the investments 
were often more highly correlated and risk- 
ier than anticipated. The reason was that 
they failed to use the tools to mathemati- 
cally evaluate performance relationships. 

Markowitz believed variance should be 
used as a measure of risk in conjunction 
with expected rates of return on a portfo- 
lio of stocks. The expected rate of return, 
simply put, is the average of the probabil- 
ity distributions of returns. The variance, 
or standard deviation, which is the square 
root of the variance, measures how far the 
numbers spread out from each other. 

“Variance came to mind as a measure 
of risk,” Markowitz said. “The fact that 
portfolio variance depended on security 
covariance added to the plausibility of 
the approach. Since there were two crite- 
ria— risk and return — it was natural to 
assume that investors selected from the set 
of optimal risk-return combinations.” 

In the 1959 edition of his book, Port- 
folio Selection (Blackwell), Markowitz 
explained that that variance does not go 
to zero when risks are correlated. Variance 
can be substantial even if correlations are 
just .1 to .3 among securities, on average. 

Markowitz said investors should esti- 
mate the likely returns, risks and correla- 
tions among various asset classes and use 
these inputs to conduct a Modern Portfo- 
lio Theory analysis. This produces a curve 
of “efficient” risk-return combinations. If 
you want greater return on average, you 
have to take on greater risk. If you want 
less month-to-month and year-to-year 
fluctuations, you have to accept less return 
on the average in the long run. 

In 1989, Markowitz won the John von 
Neumann Theory Prize by the Institute 
for Operations Research and Manage- 
ment Sciences, a Hanover, MD organiza- 
tion dedicated to applying scientific meth- 
ods to help improve decision-making, 
management and operations. The honor 
was for his research on portfolio theory, 
sparse matrix analysis to solve simultane- 
ous equations and SIMSCRIPT, which is 
used to program computer simulations in 
business and war games. 

His dissertation, “Portfolio Selection: 
Efficient Diversification,” was published 
in the Journal of Finance in 1952 and in 
book form in 1959. That work won him the 
Nobel Prize in economics in 1990. 

Though this sounds glorious, it wasn’t 
easy sailing in 1955 when he defended his 
dissertation. At the time, he was working 


for the Cowles Foundation. Economist 
Milton Friedman argued that portfolio 
theory was not economics, so Markowitz 
should not be awarded his Ph.D. But after 
a short debate by the dissertation commit- 
tee, the work was approved. 

“At the time I defended my disserta- 
tion, portfolio theory was not part of eco- 
nomics,” he said. “But now it is.” 

Markowitz looks at the world based on 
utility and personal probability. When he 
goes for daily lunchtime walks, he notices 
license plate numbers and routinely cal- 
culates the probability of seeing the same 
number reoccur. For example, the prob- 
ability of seeing a license plate with four 
of a kind such as 6666 is one in one thou- 
sand, he said. But every year, if you walk 
enough you will see another license plate 
with four of a kind. It’s the same, he said, 
with the stock market. 

Markowitz advocated optimizing port- 
folios to get the best return per unit of risk 
by using asset correlations dating back to 
1926, rather than short-term and current 
correlations. History tends to repeat itself, 
he believes, but not in the same sequence. 
So there is always a chance the investor 
could experience losses similar to 1929, 
1982, 2002 and 2008. 

“Personally I think that nature draws 
from the basket known as the S&P 500 
randomly every year,” he said. “The stock 
market losses in 2008 have a probability 
of occurring about once out of every 40 
years. The 38.5% loss on the S&P 500 was 
more than 2.5 standard deviations below 
the mean.” 

Yes, the 2008 market crash could hap- 
pen again, he said, but you don’t know 
when. The losing cards are in the deck. 

Markowitz’s famous portfolio theory 
for allocating assets was refined by later 
research. The Capital Asset Pricing Model, 
designed by William Sharpe in 1963, gave 
money managers an extra measure of 
risk to consider. Sharpe’s theory consid- 
ers systematic risk, or how an asset moves 
in relation to the overall market. Under 
Sharpe’s theory, systematic risk is mea- 
sured by a portfolio’s “beta” value. 

Additional refinements were devised by 
Eugene Fama and Kenneth French in 1995. 
They fine-tuned the model to account for 
investment styles, such as large company, 
medium-sized company and small com- 
pany growth and value stocks. So to reduce 
volatility today, financial advisors often 
use Modern Portfolio Theory to construct 
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portfolios and incorporate a wide range of 
United States and overseas asset classes. 

Markowitz says that investors con- 
cerned about re-experiencing large mar- 
ket losses should optimize portfolios with 
the idea of trading off some return for less 
risk. Such portfolios would have lost less 
in 2008, and they would have hit their 
break-even point in a shorter period. 

For example, the S&P 500 lost 38.5% 
in 2008, and higher beta emerging mar- 
kets asset class indexes fell 54%, he said. 
Corporate bonds fell in value, but much 
less than stocks, and government bonds 
rose in value. The five-year government 
bond index rose 8.4%. Small capitaliza- 
tion stocks dropped in value, but not as 
much as expected based on their standard 
deviations. Meanwhile, large capitalization 
stocks performed worse than expected. A 
simple 50% S&P 500 and 50% Lehman 
Brothers Government Bond Index split 
would have lost just 12.5%. 

Over the long run, Modern Portfolio 
Theory helps spread risk and build wealth. 
Nevertheless, the theory is not without 
critics. A chief complaint is that Markow- 
itz’s model assumes that asset returns are 
normally distributed. Frequently, however, 
stock market returns are not normally 
distributed. There can be large swings of 
three to six standard deviations from the 
mean that occur more frequently than 
they would if the returns were normally 
distributed. Other research shows that 
the Capital Asset Pricing Model cannot 
always be explained by a portfolio’s beta 
value. Low beta stocks sometimes deliver 
higher returns than high beta stocks. 

Markowitz disagrees. He says he does 
not assume that the probability distribu- 
tion is normal. His research shows that 
mean variance portfolio relationships are 
a good approximation of the expected 
value of a portfolio. 

“It is not true that I ever assumed prob- 
ability distributions are normally distrib- 
uted,” he said. “It is another myth that 
you can’t invest in assets (using Modern 
Portfolio Theory) that are not normally 
distributed.” 

For example, he stressed that deriva- 
tives, such as stock options, might be 
optimized in a portfolio to improve risk- 
adjusted rates of return as long as there is 
good data on the covariance relationships 
to other portfolio assets. 

It is better to diversify across asset 
classes as well as within asset classes, he 


says. Diversifying between asset class port- 
folios as well as within portfolios is more 
“efficient” than doing only one of these, 
or neither. For example, riskier portfolios 
may contain greater weightings in emerg- 
ing market and small company stocks, 
based on investment style. Less risky port- 
folios might be weighted more toward 
large capitalization US and foreign stocks, 
based on investment style, as well as short- 
term and intermediate-term bonds. 

He emphasizes that the shorter the 
investment horizon, the greater the risk 
of losses because there is fatter tail risk. 
But the longer you hold asset classes, the 
greater the probability the distribution is 
normal. As a result, two -thirds of the time, 
returns typically fall between about -10% 
and +30%. 

Markowitz is wary about adding alter- 
native assets, such as private placements, 
commodities or exchange traded funds, to 
portfolios. Those assets, he believes, must 
be properly valued and thus, are best left 
to people like Warren Buffett and David 
Swenson of Yale University’s endowment 
fund. 

He also won’t rely too much on Monte 
Carlo simulations that show the probabili- 
ties of how long someone’s money will 
last. Monte Carlo simulations can scare 
the general public because investors can 
see that one out of 20 times, their money 
might not last as long as they do. On the 
plus side, however, the simulations often 
inspire 40i(k) defined contribution plan 
participants to save more for retirement. 

Markowitz cautions against “model 
risk.” If you are using a specific type of 
investment model that makes decisions 
about how to invest, based on fundamental, 
economic and/or technical data, the model 
may ignore or downplay the possibility of 
large losses that have a one out of 20 or one 
out of 40 chance of occurring, he said. 

It’s also important, he said, to properly 
allocate assets. Investors must identify 
their risk exposure, based on five dimen- 
sions that include the time horizon, liquid- 
ity needs, net income, net worth, investing 
knowledge and attitude toward risk. 

“At any point in time, we look back at 
the past, and make our estimates and deci- 
sions for the future,” Markowitz said. “The 
future is always uncertain. We should 
make our best estimates for ‘the next spin 
of the wheel,’ and then choose an appro- 
priate point from the implied risk-return 
trade-off curve. 


“Depending on our risk capacity, per- 
haps we will select a more cautious port- 
folio, loaded with lower beta securities or 
asset classes; or conversely, we will choose 
a point higher on the frontier, with higher 
yield, but with higher beta securities or 
asset classes. 

“If the market goes up dramatically, 
those with high beta portfolios will be 
happy; if it goes down, they will be sad. 
You pays your money and you takes your 
choice!” $ 


Alan Lavine is a columnist for Dow Jones 
MarketWatch’s Retirement Weekly pub- 
lication. He is also a contributing edi- 
tor with Financial Advisor magazine 
and Registered Rep magazine. He is the 
author of 15 books including the bestseller , 
Rags to Riches: Motivating Stories of 
How Ordinary People Achieve Extraor- 
dinary Wealth (iUniverse and Dearborn), 
which was featured on Oprah. Diversify 
Your Way to Wealth (McGraw-Hill), 
co-authored with Gerald Perritt, Ph.D., 
was an alternate selection of the Fortune 
Book Club in 1990. 
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CHECKS 

BY ROBERT E. WRIGHT 


“Today,” President Bill Clinton 
(1993-2001) said on January 6, 1999, “I 
am proud to announce that we can say 
the era of big deficits is over.” 1 Clinton’s 
pronouncement was profoundly prema- 
ture, a fact underscored by the debt ceiling 
impasse and Treasury bond downgrade of 
2011. Unless the US economy improves 
faster than even the most optimistic econ- 
omist now forecasts, huge federal deficits 
will be in America’s future for many years 
to come. That means the national debt, 
already at almost $15 trillion and 100% of 
GDP, will continue to grow, putting more 
downward pressure on the government’s 


bond rating and additional upward pres- 
sure on interest rates. Many Americans 
believe that more dangerously destabiliz- 
ing political squabbles over taxes and 
social programs are forthcoming, with 
results that no one with a decent respect 
for the intricacies of politics and econom- 
ics dares to predict. 

How and why did Clinton’s optimism 
turn so quickly to such despair? It is 
easy for Republicans to blame the poli- 
cies of Barack Obama (2009-present) and 
for Democrats to blame those of George 
W. Bush (2001-2009) but the ultimate 
cause of the government’s current fiscal 


predicament was the Great Depression 
(1929-1933, strictly speaking). That massive 
downturn, and the policies and economic 
theories it spawned, shattered the gov- 
ernment’s longstanding commitment to 
peacetime balanced budgets and thereby 
laid the foundations for its current budget- 
ary woes. 

The history of the US government’s 
management of its budget can be divided 
into three great epochs, each of which is 
depicted graphically in the accompanying 
figures. During the first, the age of sur- 
pluses, which lasted from the administra- 
tion of George Washington (1789-1797) 


A parody of the often worthless fractional currencies issued by banks, 
businesses and municipalities in lieu of coin. These notes proliferated 
during the Panic of 1837 with the emergency suspension of specie 
(i.e., gold and silver) payments by New York banks on May 10, 1837. 
The artist broadly attacks President Van Buren's pursuit of predecessor 
Andrew Jackson's hard-money policies as the source of the crisis. 
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BALANCES 


THREE EPOCHS OF FEDERAL BUDGET MANAGEMENT 


through that of Calvin Coolidge (1923- 
1929), the federal government ran large 
deficits (>2% of GDP) only in wartime and 
paid down the resulting national debt by 
consistently running peacetime surpluses. 
During the second, the age of transi- 
tion, which began during the adminis- 
tration of Herbert Hoover (1929-1933) 
and lasted through that of Richard Nixon 
(1969-1974), large deficits were tolerated 
during recessions or, under the influ- 
ence of British economist John Maynard 
Keynes (1883-1946) and his followers, 
were encouraged in the name of mac- 
roeconomic stabilization. The ostensible 
goal of those administrations was to bal- 
ance the budget across the business cycle 
rather than across the war-peace cycle. 
During the third epoch, the age of defi- 
cits, which began during the administra- 
tion of Gerald Ford (1974-1977), deficit 
finance became a structural part of the 
US economy. To justify persistent, large 
deficits politicians began to point to the 
costs of fighting minor wars, establishing 
or maintaining social justice and stimulat- 
ing economic growth. 

The US government ran consistent 
peacetime surpluses during its first 140 
years because everybody wanted it to. Even 


Alexander Hamilton, perhaps the most 
pro-debt policymaker of the first epoch, 
argued that a national debt was a blessing 
only if it was not “excessive.” Presidents 
virulently opposed to peacetime deficits, 
including Thomas Jefferson (1801-1809) 
and Andrew Jackson (1829-1837), did 
everything in their power to run surpluses 
and were generally successful at doing so. 
Thanks to a string of post-War of 1812 sur- 
pluses interrupted by only three years of 
small deficits, Jackson was able to retire the 
national debt entirely at the end of 1834. 

The largest peacetime deficit in real or 
percent of GDP terms in the first epoch 
took place in 1837, the first year of Martin 


Van Buren s presidency (1837-1841). It reg- 
istered only .80% of GDP and was caused 
in large part by a 50% reduction in federal 
revenues following a financial panic and 
economic contraction. Nevertheless, it cost 
Van Buren considerable political clout. 
Two subsequent deficits, in 1838 and 1840, 
also hurt Van Buren, who found his fiscal 
policy difficulties excoriated in political 
cartoons and commentaries. Virginia poli- 
tician William C. Rives (1793-1868), for 
example, asked a correspondent if there 
ever existed “a cooler piece of hypoc- 
risy” than a Van Buren speech preaching 
“economy, in the face of the most lav- 
ish expenditure of the public Treasure by 
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Political cartoon criticizing James 
Buchanan, whose administration 
ran deficits in three years including 
the largest nominal peacetime 
deficit prior to 1894. 
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himself — to deprecate and denounce a 
public debt , when he is the only President 
who ever created one, in time of peace.” 2 
Nicknamed the “Little Magician” and the 
“Red Fox of Kinderhook” (New York, his 
hometown) in recognition of his consider- 
able political prowess, Van Buren was nei- 
ther sly nor magical enough to overcome 
the political burden of having resurrected 
the national debt. Although he managed 
to receive almost 47% of the popular vote 
in 1840, Van Buren handily lost to William 
Henry Harrison (1841) in the electoral col- 
lege, 234 to 60. 

After Harrison died just a month 
into his term, his successor John Tyler 


(1841-1845) also ran three small deficits 
and also paid for it politically, though “His 
Accidency,” as Tyler was dubbed, prob- 
ably would not have won re-election even 
if his administration had run surpluses. 
Another despised one-term President, 
James Buchanan (1857-1861), also ran defi- 
cits in three years, including, in 1858, the 
largest nominal peacetime deficit ($27.5 
million) prior to 1894. The Panic of 1857 
was mostly to blame for the large shortfall 
because federal revenues fell from $74 mil- 
lion in 1856 to just $46.7 million in 1858. 
More controversially, Buchanan increased 
expenditures from $69.6 to $74.2 million 
over the same span. Like Tyler, however, 


Buchanan’s relative fiscal profligacy played 
only a small role in his ouster. 

After the Civil War, the federal govern- 
ment ran surpluses for almost three con- 
secutive decades, even during economic 
downturns. By the early 1890s, however, 
the surpluses had shrunk from generally 
robust ones in the double and triple digits 
to just a few million dollars. When revenues 
collapsed in the wake of a financial panic, 
from $385.8 million in 1893 to $306.3 mil- 
lion in 1894, a fairly sizeable deficit of .43% 
of GDP occurred despite a simultaneous 
retrenchment in government expenditures 
of some $16 million. Deficits continued to 
dog the second administration of Grover 


EPOCH I THE AGE OF SURPLUSES 
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Cleveland (1885-1889; 1893-1897) and the 
first three years of the presidency of his 
successor, William McKinley (1897-1901). 
Tellingly, however, McKinley ran a surplus 
heading into the 1900 election, which he 
won, only to be assassinated the following 
year. 

With the national debt almost extin- 
guished in real terms, dropping under 
5% of GDP in 1902, Presidents Theodore 
Roosevelt (1901-1909), William Taft 
(1909-1913) and Woodrow Wilson (1913- 
1921) found it politically expedient to run a 
few, small peacetime deficits. The national 
debt grew slightly in nominal terms during 
their presidencies, but continued economic 


growth meant that by 1916, the last full year 
before US military involvement in World 
War I, it stood at a mere 2.47% of GDP, 
its lowest level since the Civil War. The 
government ran a large deficit in 1919 due 
to engagements entered into before the 
war ended in November 1918, but true to 
form it enjoyed surpluses averaging .85% 
of GDP throughout the 1920s. By 1929 the 
national debt stood at only 16.34% of GDP 
and about $17 billion, down from 32.53% 
and $25.5 billion a decade earlier. Had the 
Great Depression not occurred, the US 
government would have continued run- 
ning surpluses and paying down the debt 
until World War II. 


The Depression did happen, however, 
and the nation has been paying for it ever 
since. The rhetoric of balanced budgets 
remained virulent for a long time. Both 
Herbert Hoover (1929-1933) and Franklin 
Roosevelt (1933-1945) repeatedly stated 
that in peacetime the government should 
at least balance the budget if not run sur- 
pluses. But the reality was different. After 
running surpluses in 1929 and 1930, the 
Hoover administration ran slightly into 
the red in 1931 at .6% of GDP, a common 
occurrence during recessions as described 
above. In 1932, however, Hoover busted 
all previous records with a peacetime defi- 
cit of $2.7 billion or 4.66% of a rapidly 


EPOCH II THE AGE OF TRANSITION 
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shrinking GDP. A precipitous drop in 
revenues from $3.1 to $1.9 billion was the 
primary culprit, but Hoover in his final 
year also increased government spending 
from $3.6 to almost $4.7 billion. Roosevelt 
ran deficits every year of his presidency, 
an average of 3.84% of GDP through 1941. 
By then, federal revenues had rebounded 
to $8.7 billion but expenditures grew even 
more quickly, to $13.6 billion, partly due 
to New Deal programs and partly due to 
military mobilization. 

After the war, the US national debt 
stood at an unprecedented 122% of GDP. 
After demobilization was complete in 1946, 
Harry Truman (1945-1953) ran several sur- 
pluses, including an impressive $11.8 billion 


(4.38% of GDP) one in 1948. Thereafter, 
however, surpluses became smaller and 
less frequent. Wars in Korea and Viet- 
nam, other foreign policy obligations, the 
space race, and the continued growth of 
New Deal and New Society entitlement 
programs stymied all attempts to balance 
the budget. Dwight Eisenhower (1953-1961) 
managed it only three years, and the last 
time only barely. The administrations of 
John F. Kennedy (1961-1963) and Lyndon 
Johnson (1963-1969) were in deficit every 
year, though only once, in 1968, at more 
than 2% of GDP. Richard Nixon (1969- 
1974) managed only one small surplus, in 
1969, but two years later put the govern- 
ment in the red by over 2% of GDP. 


But the track record of the Presidents 
during the second epoch was downright 
fiscally conservative compared to that of 
the Presidents since Nixon. In only one 
year during the administrations of Gerald 
Ford (1974-1977), Jimmy Carter (1977- 
1981), Ronald Reagan (1981-1989) and 
George H. W. Bush (1989-1993) was the 
deficit less than 2% of GDP. Reagan ran 
the two biggest in real terms, in 1983 and 
1985. During his first term in office, Bill 
Clinton (1993-2001) and an increasingly 
buoyant economy sliced the deficit from 
3.83% of GDP to just .26%. In his second 
term, the government ran the only sur- 
pluses of the third epoch. Deficits returned 
during both of » continued on page 36 


EPOCH III THE AGE OF DEFICITS 



24 FINANCIAL HISTORY | Fall 201 1 | www.MoAF.org 











Join the 


MUSEUM 

OF AMERICAN 

FINANCE 


Today! 



The Museum's membership 
program plays a vital role in 
the institution's exhibition, 
programming and financial 
education efforts. Join today 
to receive unlimited free 
admission, a subscription to 
Financial History magazine, 
invitations to members-only 
events and a 10% discount 
in the Museum Shop. 



SHAREHOLDERS 


A Individual, $55 

□ One year subscription to 
Financial History magazine 

□ Free gallery admission 

□ 10% discount in the Museum Shop 

□ Invitations to members-only events 
and exhibition openings 

□ Monthly Museum e-newsletter 

B Student/Senior 
(65 or over), $45 

□ All individual member benefits 

C International, $65 

□ Individual member benefits for 
members residing outside the US 

D Family Membership, $85 

□ All individual member benefits, 
plus free gallery admission for 
members of the same household 


BROKERS, $85 


□ For academic and institutional 
libraries; 1-yr subscription for 
publications and announcements 


INVESTORS, $150 


□ All individual member benefits 

□ Enrollment in the North American 
Reciprocal Membership program 
(NARM) 

□ Includes a subscription to 
Smithsonian magazine and 
membership in the Smithsonian 


FINANCIERS, $500 


□ All Investor level 
member benefits 

□ Financier level listing in 
Financial History magazine 


UNDERWRITERS, $1,< 


□ All Investor level 
member benefits 

□ Underwriter level listing in 
Financial History magazine 


To join or renew your membership, please visit www.moaf.org/shop/membership, 
or mail a check payable to the Museum of American Finance, 48 Wall Street, New York, NY 10005. 
For more information, please contact Jeanne Baker Driscoll at (212) 908-4694 orjdriscoll@moaf.org. 


www.MoAF.org | Fall 201 1 | FINANCIAL HISTORY 25 
















in Widescreen 


By Hal Thompson 

In the fall of 2008, as investment 
banks exploded and their debris cas- 
caded upon the middle and lower 
classes, many Wall Street CEOs contin- 
ued receiving bonuses worth millions. 
The Financial Crisis of 2008 fit Hol- 
lywood’s formula for profit — power, 
corruption and lies equal ticket 
sales — so the recent spate of crisis- 
related films is not surprising. It is 
important to analyze the most note- 
worthy of the new films because they 
will, undoubtedly, become historical 
references in their own right in years 
to come as they help to define the 
Financial Crisis of 2008 for millions 
of moviegoers. 

Perhaps the most well-known 
film about the modern US finan- 
cial sector is Oliver Stone’s Wall 
Street (1987). In this film, the up- 
and-coming, starry-eyed Bud Fox 
(Charlie Sheen) takes a whirlwind 
journey through the world of 
Wall Street under the tutelage of 
Gordon Gekko (Michael Doug- 
las) — one of the legendary “play- 
ers” Fox so desperately emulates. 
Unfortunately, Gekko ’s teaching 
methods are less than admira- 
ble, or legal, and early in their 
relationship Fox is performing 
insider trading deals in the hope 
of impressing Gekko. Douglas’ 
infamous depiction of a stock 
market tycoon did more than 


just win the actor an Oscar. It also colored 
public perception of the kinds of people 
who appeared to run the nation’s econ- 
omy. Gekko’s total disregard for the work- 
ing class is made undeniably obvious by 
his final betrayal of Fox when he promises 
to expand the company, Bluestar Airlines 
(for which Fox’s father works), but instead 
decides to gut it for a profit. Gekko’s lack 
of compassion foreshadowed the climate 
on Wall Street in the years leading up to 
the Crisis of ’08. 

While Gekko is in no way a heroic fig- 
ure in Wall Street , it would be an oversim- 
plification to call him evil. The real genius 
of Stone’s writing and Douglas’ perfor- 
mance is that they make Gekko a more 
complex character than his stock-playing 
competitors. Near the end of the film, 
Gekko directs Fox’s attention to a painting 
on his office wall and states, “The illusion 
has become real.” The painting, bought at 
a bargain price, is now worth 10 times as 
much. In other words, things attain value 
when they are believed to have value. 
Gekko understands that it is not money 
that generates power but faith in that 
money. Unlike his colleagues, Gekko sees 
through the economic system, exploiting 
the Wall Street illusion and commenting 
on it at the same time. 

Yet Wall Street , for all its financial 
rhetoric and character development, is 
still a film and as such is confined to an 
extremely short span of time. As a result, 
the film’s conclusion suffers in its effort to 
tie up the loose ends. Gekko’s startlingly 
poignant speeches on greed and money 
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are forgotten so that he may fill the role 
of the “bad guy” who is served justice in 
the finale. Stone, too, must have realized 
this shortcoming and decided that Gekko 
could still teach the American people a 
thing or two about the wonders of Wall 
Street. 

Wall Street: Money Never Sleeps (2010), 
the sequel to Stone’s classic, is set in the 
weeks just prior to the financial meltdown 
of 2008. It has been seven years since 
Gekko was incarcerated for insider trad- 
ing and securities fraud. As in the original, 
this film focuses mainly on the rise and 
fall of another Wall Street aspirant, Jacob 
Moore (Shia LeBouf), who happens to be 
engaged to Gekko’s daughter. Unlike the 
first Wall Street , though, Money Never 
Sleeps requires Gekko to share the spot- 
light when it comes to filling the role of 
the informed Wall Street player. This time 
around there is also Jacob’s boss, Louis 
Zabel (Frank Langella), and his nemesis 
Bretton James (Josh Brolin). In the days 
before the start of the meltdown, Zabel 
and James represent two kinds of Wall 
Street high-rollers — one regrets what he 
has done and the other hopes to benefit 
from the inevitable crash. However, just 
as Gekko was a figure of ambiguous mor- 
als, these two men are not merely “good” 
and “evil,” aiding Stone’s effort to show 
the differing views regarding the financial 
collapse. Another difference between the 
films is in Stone’s use of cinematogra- 
phy. Wall Street was filmed using basic 
techniques that allowed the audience’s 
focus to remain on the actors. In Money 
Never Sleeps there are instances where 
Stone splits the action into two or more 
screens in a visual representation of how 
complex and overreaching the actions 
and outcomes of the stock market have 
become. Stone incorporates computer- 
generated scenes exclusively in the sequel, 
as a means of depicting how information 


and “money” are traded 
not by hand or phone but 
through computers and the 
Internet. 

Despite these deviations 
from the first Wall Street , 

Money Never Sleeps relies solely 
on the interactions of its charac- 
ters to explain the financial aspect of its 
story. In fact, Wall Street is momentarily 
forgotten in scenes when Moore, Gekko 
and Winnie (Gekko’s estranged daughter) 
linger on topics steeped in sentimentality. 
Still, the script remains faithful to the mov- 
ie’s title and money is never disregarded 
for long. An easily overlooked example 
is in Moore’s first conversation with his 
mother, a real estate broker who has bought 
her way into debt. Moore expresses disap- 
pointment because his mother’s former 
profession as a nurse focused on helping 
people rather than pursuing them for their 
money. Further, Moore’s mother reflects 
the change in American society from the 
time when the first Wall Street was made 
to today; today people rationalize behavior 
that was once considered “greedy” by most 
Americans. 

Of interest is that for much of Money 
Never Sleeps Douglas’ character is not in 
attendance physically, but his presence 
lurks in the shadows inside Wall Street’s 
boardrooms. Stone seems to have saved 
much of Gekko for the film’s final act 
where he comes roaring back to life deliv- 
ering perhaps the most valuable nugget 
of wisdom in both movies: “It’s not about 
the money. It’s about the game.” As in the 
original Wall Street , Stone uses Gekko as 
the vehicle to carry the main point of his 
film from the screen to the audience in 
Money Never Sleeps. Obviously the Crisis 
of ’08 is more complicated than Gekko’s 
statement, but the magic of cinema is in its 
ability to simplify an idea or event into a 
one-liner or a single image. Neither Stone 


WALL 


ST 



nor Gekko is 
so naive to 
believe that 
the meltdown was 
singularly caused by men in 
skyscrapers who viewed the society 
below as their playground, but at the same 
time no one would want to listen, even 
to Gordon Gekko, if he launched into a 
10-minute soliloquy on free-market capi- 
talism when finally confronted about his 
motivations. 

While simplification can sometimes 
add to a film, there are times when a 
director should allot more screen time 
to explanation. The biggest problem with 
Money Never Sleeps is the same as in 
Wall Street — its conclusion. After several 
instances of deception and betrayal by all 
three of the main characters, Stone ends 
his film on an uplifting note. If most view- 
ers were not living with the long-term 
repercussions represented in the film, one 
would think that the consequences of the 
’08 crisis had already been overcome. 

Both Wall Street and Wall Street: Money 
Never Sleeps are ambitious films that grap- 
ple with issues that most Americans find 
more confusing than interesting. Yet for 
all their flaws, they present the world of 
speculative finance in a dramatic and well- 
informed manner. The triumph of Bud 
Fox and Jacob Moore, and their ability to 
escape corruption, are elements limited to 
the silver screen; it is the cinematic license 
given to Stone and all film directors who 
wish to tell true stories using fictional 
characters. The financial crisis itself is sim- 
ply too large to fit into a two-hour time- 
frame. It must therefore be scaled down 
and dealt with on a personal level. 

Drama is not the only genre of film. 
There is another type of film that special- 
izes in simplifying and explaining actual 
incidents: the documentary. Perhaps the 
clearest difference between drama and 
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documentary is their use of emotion to 
convey a message. Typically, drama has 
the advantage of allowing the audience to 
experience its characters’ lives. Documen- 
tary, on the other hand, usually has to rely 
on the testimony of people after the event 
has already happened. This difference can 
be a benefit for documentaries when deal- 
ing with overarching disasters like the 
Crisis of ’08. In 2010, journalist Edwin 
Lane of the BBC argued, “For American 
film-makers, the scars of the recession 
may still be too raw to touch.” 

The 2009 Frontline documentary Inside 
the Meltdown points to the fall of the 
investment bank Bear Stearns in the spring 
of 2008 as one of the first major indica- 
tors of trouble on the financial horizon. 
Frontline states that, fearing the effects 
of systemic risk, Secretary of the Trea- 
sury Henry Paulson and Chairman of the 
Federal Reserve Ben Bernanke ordered an 
emergency loan to Bear Stearns in order 
to save it. The loan only delayed the inevi- 
table; shortly after Bear Stearns was sold to 
JP Morgan for pocket change. 

Frontline spends considerable time on 
the Bear Stearns crisis because of how it 
appears to have affected decisions made in 
the months to follow. Some have specu- 
lated that because Paulson and Bernanke 
chose to save Bear Stearns, Lehman 
Brothers — the next investment bank to 
implode — decided not to seek a buyer for 
its declining stock, believing that the fed- 
eral government would come to its rescue. 
Frontline places the final decision to let 
Lehman fail on Paulson, with the pos- 
sible motivation being a personal grudge 
against its CEO, Richard Fuld, Jr. Regard- 
less, Frontline concludes that the loss of 
Lehman Brothers resulted in unchecked 
systemic risk, ultimately leading to the 
freezing of credit markets and an outbreak 
of fear and panic on Wall Street. 

While Inside the Meltdown may not 
have the emotional depth of Oliver Stone’s 
Money Never Sleeps , it tells its story with 
gravitas through the lens of personal 
narrative, in this case Henry Paulson. 
Another way for a documentary to make 
up for its lack of voyeuristic emotion is 
in the images it displays while voices talk 
off-screen. Inside the Meltdown portrays 
Paulson in stark black-and-white stills. 
This technique allows the audience to 
participate in a kind of character study 


of Paulson. He is never directly blamed 
for the financial meltdown, but the docu- 
mentary depicts him as having played a 
key role in the disaster. Just as in Stone’s 
dramas, Frontline chooses to explain the 
collapse not by using only numbers or 
financial jargon, but by highlighting the 
human decisions that led to the crisis. 

Another documentary, Inside Job 
(2010), directed by Charles Ferguson, 
describes how the US financial sector ran 
itself, and the entire economy, into the 
ground. Inside Job , in contrast to Inside 
the Meltdown , blames deregulation, espe- 
cially of the derivatives market, for the 
crisis because derivatives were the means 
by which investment banks took risks 
large enough to destabilize the entire inter- 
national financial system. Ferguson also 
devotes parts of his film to areas affected by 
Wall Street that are not as well known. For 
example, Inside Job holds interviews with 
top economists who have connections 
to investment banks’ boards or research 
departments, revealing that even scholars 
were co-opted by Wall Street. 

Ferguson’s Inside Job is engaging not 
only for its informative depiction and 
explanation of the meltdown, but also for 
its masterful use of documentary as a film 
style. Throughout the film, the audience is 
repeatedly informed that various people 
refused to be interviewed. Essentially, Fer- 
guson allows the absentees to damn them- 
selves by not making themselves available 
to defend their position after the film 
has called them out on their mistakes. 
Whether law or counsel mandated their 
silence, “declining to comment” gives the 
appearance of guilt. But granting Fergu- 
son an interview clearly did not mean 
that one’s innocence would be assured. 
Ferguson’s off-screen reactions to those 
on-screen give the audience the impres- 
sion they are feigning ignorance, giving 
their confused responses a sinister under- 
tone. However, the outrage behind Inside 
Job is not spelled out until the audience is 
directly addressed in the last few minutes. 
Ferguson’s film ends with a plea to the 
average American: because the govern- 
ment refuses to act, it is up to the people to 
improve the flawed financial system. 

While cinema may not be the first 
thing associated with American finance or 
Wall Street, it carries with it a trait that, 
according to The Deals Editor-in-Chief 


Robert Teitelman, is uncannily similar. 
Films are “made to make money, which 
is something they share with Wall Street.” 
Stone and Ferguson likely benefitted from 
making their films when they did, not 
only because the films’ material was still 
a topic of interest among the public, but 
also because they offered viewers the rare 
chance to examine the films’ accuracy 
since the story they dealt with was still 
being played out. 

In fact, two films about the ’08 crisis 
were released at this year’s Sundance Film 
Festival: Margin Call (2011), a drama star- 
ring Kevin Spacey, and The Flaw (2011), a 
documentary featuring Nobel Prize-win- 
ner Joseph Stiglitz. Clearly, Hollywood 
has only begun to scratch the surface of 
the story of the financial collapse. And 
while Margin Call and The Flaw have yet 
to be released, HBO is currently featuring 
a 90-minute film adaptation of the nearly 
600-page bestseller, Too Big to Fail by 
Andrew Ross Sorkin. The film has already 
sparked numerous wide-ranging reactions 
on HBO’s website, from those who dis- 
count the portrayal of blame to many more 
recommending the film to friends and 
colleagues. Too Big to Fail falls between 
drama and documentary, relying on fre- 
quent news clips and sound bites from 
CNBC to remind the viewer of the reality 
of the events being portrayed on screen. 

Film is an important medium through 
which the public learns about past and 
current financial events, and there is no 
indication that this trend will stop, espe- 
cially with the Financial Crisis of ’08 still 
looming large. The appeal of cinema has 
always been in its ability to transfer infor- 
mation to the masses. And while movies 
may not always be the most accurate in 
their portrayal of events, moviegoers do 
not attend films like Money Never Sleeps 
for their attention to detail but for their 
general, big picture messages. Films made 
now about the Crisis of ’08 and its reper- 
cussions will shape the public’s under- 
standing of what went wrong and will be 
invaluable in trying to prevent the same 
mistakes from happening again. $ 

Hal Thompson is a junior at Augustana 

College in Sioux Falls , SD, and the recipi- 
ent of the 2011 Thomas Willing Institute 

fellowship. 
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This series of articles on 18 th century American finance is dedicated to the memory of 
Sanford "Sandy" Mock. A long-time collector of historical financial documents, Sandy 
contributed several articles to Financial History magazine and donated a large portion of 
his 18 th century collection to the Museum's archives. Sandy's spirit of the adventure of 
collecting, his eager cooperation with many others in their research, and his generosity 
on behalf of those who love the history of finance will always be with us. 
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The financial sector of colonial North 
America in 1765 differed in numerous 
ways from that of the newly-independent 
United States of 1795, but the two finan- 
cial landscapes also had many common- 
alities. By the mid-i790s, the new nation 
had a safe and sound financial sector. It 
possessed a consolidated national debt 


that investors welcomed and trusted. The 
new nation also had a monetary system 
with two strong components: circulating 
silver and gold coins (mostly Spanish in 
origin) plus paper currency issued by the 
federally- chartered Bank of the United 
States and backed by gold bars stored 
inside its vaults as reserves. But, contrary 


By Edwin J. Perkins 





to what many believe, the colonial sys- 
tem of financial management in operation 
three decades earlier was equally safe and 
sound. 

The 13 colonial legislatures in 1765 com- 
bined had little outstanding public debt. 
Indeed, most colonies had no formalized 
public indebtedness at all. New England 
was the exception; a modest capital market 
arose in the region after 1750. The legisla- 
tures in those northern colonies had the 
authority to borrow money directly from 
private investors through the issuance of 
formal debt obligations with two to five 
year maturities. These debt obligations 
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Reverse side of one shilling New Jersey currency 
with the "nature print," an anti-counterfeiting 
measure devised by Benjamin Franklin. 


were sold domestically to private parties, 
and most investors held them right up to 
the due date. The issuing legislatures had 
an outstanding record of prompt redemp- 
tion. By the 1760s the credit worthiness 
of the New England colonies was well- 
established and widely respected. 

Other colonial legislatures issued a cir- 
culating paper money, as an alternative 
to formal debt obligations, which was 
also highly valued in the domestic mar- 
ket. We can adduce the claim of wide- 
spread public acceptance by noting the 
currency’s purchasing power with respect 
to contemporary gold and silver coins; 
the exchange rates between various paper 
currencies and hard monies were reason- 
ably steady for most colonies prior to 1751, 
and universally after that date. Colonial 
paper monies were supported by the tax- 
ing power of their respective legislatures 
or, alternatively, by first mortgages on the 
real estate of private borrowers. 

Past critics of colonial finance have 


frequently cited the absence of broad pub- 
lic access to development loans from alter- 
native sources. Colonial capital markets 
were allegedly very inefficient. But that 
judgment is overdrawn; loans to private 
parties were frequently available locally 
from wealthy lenders, whether planters or 
merchants. Relatives and nearby neigh- 
bors were the favored loan recipients. 
Some lenders were motivated by the age- 
less ideal of noblesse oblige — a civic duty 
to provide assistance to persons desiring 
financial assistance in a locale with few 
sources of loanable funds. Recently mar- 
ried couples often needed extra funding 
to get off to a fast start. Neighbors hit 
by seasonal bad luck might have needed 
financial assistance to help get them over 
the hump. 

Since most households in this asset-rich 
agricultural environment prospered on at 
least a moderate scale over the long run, 
the likelihood of multiple defaults on pri- 
vate loans was relatively low. In a parallel 
market, lawyers and other intermediaries 
frequently arranged loans among strang- 
ers with multiple endorsers. Most borrow- 
ers used the funds to purchase arable land, 
seeds for planting, construction materi- 
als, livestock or bonded labor (slaves and 
servants), and they eventually produced 
surpluses for sale in regional or interna- 
tional markets. Aspiring artisans and mer- 
chants bought tools and other materials. 
Most borrowers generated sufficient cash 
income to repay the outstanding loans. 

In every colony except Virginia, pro- 
spective borrowers periodically had the 
opportunity to obtain substantial invest- 
ment funds from mortgage loan offices 
created by their respective legislatures. In 
this era, governmental loan offices were 
typically called land banks; the terminol- 
ogy arose because real estate was the 
singular collateral held to secure outstand- 
ing loans. These novel financial institu- 
tions had originated in Europe in prior 
centuries, but none had survived. In the 
colonies, however, the land bank system 
flourished. 

Loan offices actually had a dual pur- 
pose. In addition to providing needed 
capital resources, they simultaneously 
injected circulating paper monies into the 
marketplace and thereby facilitated a wide 
range of exchange transactions among 
residents. Lending terms varied from 
colony to colony, but generally speaking 
the agricultural sector, which comprised 


over three-quarters of the economy, gen- 
erated most of the eligible borrowers. 
Artisans and merchants who owned their 
own homes were also eligible to receive 
loans secured by urban properties. Inter- 
est rates were low — usually in the range 
of 5-8% — and reasonable, which we know 
because people lined up for them. 

The size of any given loan was limited in 
two ways. First, absolute restrictions were 
placed on exactly how much money any 
household was allowed to borrow from 
the loan office. That rule was established 
to make certain that loans were widely dis- 
tributed among the population. This first 
restriction guaranteed that no tight clique 
of wealthy families could gobble up a dis- 
proportionate share of the loanable pot. 
The second restriction kept the size of any 
loan to a figure no greater than one-half of 
the assessed value of the real estate offered 
as collateral. Loan maturities varied from 
three to 12 years, with regularly scheduled 
amortization payments over the course of 
the loan in most cases. (Incidentally, mort- 
gage lenders and borrowers rediscovered 
the fully amortized loan methodology in 
the first half of the 20th century.) Principal 
repayments plus interest were invariably 
made with the paper currency remain- 
ing in circulation, and the incoming bills 
were often burned. In most colonies this 
system of paper money issuance, with the 
secure backing of mortgage documents, 
functioned exactly as planned. 

Loan offices were created in some colo- 
nies as early as the 1720s. In the mid- 
Atlantic colonies, the newly-minted paper 
currencies handed over to borrowers at 
the initiation of the loan invariably main- 
tained their purchasing power throughout 
the 18th century. The Pennsylvania leg- 
islature used the interest earnings from 
mortgage lending activities to cover most 
of its annual expenses for decades, thereby 
avoiding the necessity for even modest 
taxation. Other colonial legislatures wel- 
comed the interest revenues as well. Over- 
all, it was a win-win situation; borrowers 
gained access to investment capital and 
the government profited. Taxes were low 
compared to the rates prevailing in the 
home country. 

Historians, unfortunately, often behave 
like many modern-day journalists. The 
ink devoted to writing about financial 
scandals over the past two centuries surely 
exceeds the amount used to describe 
financial success stories, past and present. 
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Coins of Spanish origin, such as this 
1 765 example worth eight Reales, 
were common in the American colonies. 


The misunderstood history of the overall 
quality of colonial paper money is a prime 
example of these distortions. 

During the 18th century, every colo- 
nial legislature issued paper currency to 
cover unanticipated expenses at one time 
or another. Most currency issues were 
prompted by the need for military expen- 
ditures. In the New England colonies and 
South Carolina the value of the outstand- 
ing paper currency eventually sank to 
nearly worthless levels. These colonial leg- 
islatures failed to impose sufficient taxes 
to sink the volume of currency outstand- 
ing. All that is undeniably true, and these 
events deserve historical coverage. How- 
ever, the fact that similar issues of paper 
currencies in other colonies maintained 
their circulating value for decades is a 
parallel development rarely emphasized in 
the existing historical literature. 

Since paper money schemes in con- 
temporary Europe had invariably resulted 
in hyperinflation and eventual abandon- 
ment, the problems experienced in the 
northern colonies should have come as 
no surprise. The most important story, 
though largely ignored, was just the oppo- 
site — namely that, against all odds, seven 
colonies issued and then reissued paper 
currencies, which maintained purchasing 
power for decades. Parliamentary officials 
with responsibility for the oversight of 
the North American colonies persistently 
warned about the dangers inherent in the 
questionable issuance of paper money, 


but colonial leaders ignored the warnings, 
defied their superiors and forged ahead 
into dangerous territory. 

In addition to the backing of private 
mortgages, many currency issues had 
public backing from the taxing power of 
local legislatures. The key to success in this 
financial realm was the restraint exhibited 
by publicly elected officials outside of the 
New England region. The successful leg- 
islatures did not engage in over-issuance; 
this prudence was a key a factor in allow- 
ing the paper currency to maintain its 
face value in financial markets. So while 
some colonial paper money experiments 
ultimately failed, the vast majority of the 
paper monies issued in the colonial era 
actually maintained par value over the 
long run. 

Whereas events prior to 1775 have 
received much bad press, developments 
in the 1790s have been praised by finan- 
cial historians — and justifiably so. The 
new nation boasted a strong financial 
services sector. Public finance was once 
again in sound condition — as it was 20 
years earlier. Alexander Hamilton was the 
leading figure in this revival project. The 
overhanging wartime debts of the several 
states and the Continental Congress were 
consolidated, and interest payments on 
two -thirds of the outstanding principal 
were quickly resumed. The final third of 
the principal was scheduled for servic- 
ing soon after the turn of the century. A 
majority of investors were confident that 
the US government would live up to the 
terms of the contract in the years ahead. 
Again, we can adduce this fact based on 
market prices for these bonds, which typi- 
cally traded at above par value. They were 
not only purchased by resident citizens, 
but by foreign investors as well. 

By the 1790s the nation, once again, 
had a reliable source of paper money. The 
issuers were no longer legislative bod- 
ies but chartered commercial banks. The 
constitution had disallowed future issues 
of currency by state governments, and pri- 
vate banks stepped forward to fill the void. 
The main issuer of currency was the Bank 
of the United States, which held a federal 
charter. The original capitalization of $10 
million was sufficient to serve most of the 
monetary requirements of the reemerging 


economy. Its note issue was backed by 
specie, and, indeed, its outstanding cur- 
rency was immediately convertible at 
teller windows into gold or silver coin. 
Throughout the 20 -year life of the Bank 
of the United States, its currency main- 
tained face value in voluntary exchanges 
with coinage, and exchanges with various 
forms of foreign monies as well. Smaller 
banks with charters granted by state legis- 
latures also issued paper monies, and they 
likewise held adequate reserves in gold 
and silver. 

After 15 years of war- related financial 
disturbances, the new nation had regained 
its former balance. By 1795 the finan- 
cial services sector had rebounded and 
returned to the efficiency and stability that 
had reigned throughout the last quarter 
century of the colonial era. $ 


Edwin J. Perkins is emeritus professor of 
history, University of Southern Califor- 
nia. He has published widely on financial 
history topics, including Wall Street to 
Main Street: Charles Merrill and Middle 
Class Investors (1999). 
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Jesse Seligman 


By James S. Kaplan 


JOSEPH * JESSE 


Pioneers of 19th Century 
American Investment Banking 


Although hardly known today, Joseph 
and Jesse Seligman were among the lead- 
ing Jewish investment bankers of the mid- 
19th century. Having arrived in America 
early in the 19th century as penniless 
immigrants, by the late 1870s they were 
among the wealthiest and most prominent 
Jews in New York City, as members of the 
family firm of J.W. Seligman & Co. Ironi- 
cally, just as they had reached the pinnacle 
of their prominence, they became highly- 
publicized targets of rising American anti- 
Semitism. Their story indicates both the 
opportunities and the problems faced by 
German Jewish immigrants on Wall Street 
in the 19th century. 

Joseph Seligman was born in Baiersdorf, 
Germany in 1818, and his brother Jesse was 
born a few years later. Their father was a 
minor retail shopkeeper and woolen bro- 
ker who had six children besides Joseph 
and Jesse. Southern Germany was at the 


Joseph Seligman 

time a difficult place for Jews to live, as 
they were restricted from most profes- 
sions. While their father wanted his old- 
est son, Joseph, to stay in Baiersdorf to 
work in the family business, his mother 
encouraged him at the age of 14 to go 
to the University of Erlagen, a relatively 
unusual step for the son of a lower middle 
class Jewish merchant. However, the rural 
farmers who were Seligman’s customers 
were beginning to migrate to Germany’s 
cities, and the prospects in Baiersdorf 
were declining. Again with his mother’s 
encouragement and $100 sewed in his 
jacket pocket, at the age of 17 he emigrated 
to America, landing in New York. 

Joseph’s arrival in New York could 
not have been better timed. The Erie 
Canal had been completed 10 years earlier 
and notwithstanding the Panic of 1837, 
New York and the Northeast were boom- 
ing economically. A national market was 


beginning to develop for retail goods, and 
although not as numerous as later, Jews 
were well-established in New York and 
subject to comparatively little religious 
discrimination. At the time the only Jew- 
ish synagogue in New York was Con- 
gregation Shearith Israel, the Sephardic 
synagogue which was formed in 1654 and 
had strongly backed the patriot cause in 
the American Revolution. Its members 
were well-respected in the merchant com- 
munity and fully integrated into the life 
of the city. 

There were significant opportunities in 
America’s growing economy for young 
men with a background in selling mer- 
chandise. Joseph Seligman migrated to 
what today is Jim Thorpe, PA, where he 
got a job running a store for Asa Packer, 
a well-known businessman and later Con- 
gressman. With Packer’s support, he later 
struck out on his own as an itinerant 
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Brown Brothers, Sterling, PA 


peddler in which he brought and sold 
goods to rural families in the Midwest. 

Although carrying goods on horseback, 
and later wagon, throughout remote areas 
of the country may not have seemed the 
most appealing job, Seligman and later 
his brothers found it excellent training 
in both business and integration into the 
United States. First, in order to convince 
the customers (usually the women of the 
family) to buy his wares, he would have 
to learn to speak English fluently. Second, 
he would have to understand his gentile 
customers and their needs. And third, he 
would obtain a sense of the breadth of 
the country and its various regions. All of 
these would put him in good stead later in 
life when he was working closely with the 
US government and financing railroads. 

After achieving some success as a ped- 
dler, Seligman brought over his broth- 
ers and later his whole family, including 
his father, from Germany. He established 
retail stores in Lancaster, PA, and then in 
Alabama after his brother, James, had suc- 
cess selling goods in the South. Later he 
established a store in Lower Manhattan at 
5 William Street (later the headquarters of 
Lehman Brothers) and in Watertown, NY, 
where his brother, Jesse, became a good 
friend of a young Army officer named 
Ulysses S. Grant. After the California gold 
rush, Jesse was sent to San Francisco, 
where he established one of the city’s most 
successful retail stores. 

By the late 1850s the Seligmans were a 
well-established multi-store retail opera- 
tion with a presence in a number of 
markets. In 1859, they were offered the 
opportunity to purchase a major clothing 
manufacturing plant in Brooklyn. This 
was a risky proposition, since the idea of 
purchasing ready to wear clothing was still 
in its infancy. However, when the Civil 
War broke out the following year, there 
was tremendous demand from the US 
Army for uniforms. The problem was that 
the US government was a notoriously slow 
payer, and for that reason many manufac- 
turers did not want the business. 

The Seligmans, however, had no such 
qualms. Perhaps because they were Jew- 
ish immigrants from Germany, for them 
there was no greater honor than to pro- 
vide supplies to the US Army. Soon their 
factory was working triple shifts turning 
out uniforms. They thus developed close 
ties with the Lincoln administration and 
the Republican Party. 


Joseph Seligman, who was a major 
creditor of the US government, even 
offered to try to help with the coun- 
try’s financial problems, which became 
increasingly severe after several Union 
defeats in the early part of the Civil War. 
Visiting contacts in Frankfurt, Germany, 
where his firm maintained a branch, he 
was credited with opening up a market for 
US securities in Europe at a time when the 
Union government desperately needed 
cash to finance the Civil War. Along with 
Jay Cooke, he became one of the leading 
financiers of the war effort and was instru- 
mental in developing overseas investment 
banking. Meanwhile, his brothers were 
active supporters of President Lincoln and 
his brother, Jesse, was one of the founders 
of the Union League Club. 

After the Civil War, the firm of J.W. 
Seligman & Co. (into which Joseph’s 
business operations were consolidated) 
became one of the most active financiers 
of railroads, particularly in the Midwest 
and Southwest. After the Civil War J.W. 
Seligman & Co. was the most prominent 
Jewish firm on Wall Street — overshadow- 
ing Lehman Brothers, Goldman Sachs and 
Kuhn Loeb at the time. President Grant 
offered Joseph Seligman the position of 
Secretary of the Treasury in his adminis- 
tration, but he turned down the offer stat- 
ing that the press of business precluded 
him from accepting it. 

The Seligmans purchased large man- 
sions on Fifth Avenue and became one 
of the most prominent German Jewish 
families in New York. They were active 
members of Temple Emmanuel, the most 
important of the temples of Ashkenazim 
German Jews who had broken off from 
Shearith Israel in 1825 (although reli- 
giously Joseph Seligman at the end of his 
life was veering toward Felix Adler’s ethi- 
cal culture). Their children were taught by 
private tutors such as the writer Horatio 
Alger, who for some time lived with Joseph 
Seligman and his family. It is believed that 
Seligman was the inspiration for a number 
of Alger’s novels about young men com- 
ing from rags to riches in America. 

Joseph Seligman also took an active role 
in civic affairs and engaged in a number 
of high profile patriotic endeavors that 
enhanced his reputation and that of his 
firm in the post Civil War era. He financed 
a trip to Europe by Mrs. Abraham Lin- 
coln, who claimed to be penniless after 
the death of her husband, and promoted 


a successful effort for Congress to pro- 
vide her with a pension. He also hosted 
at his Fifth Avenue mansion a dinner for 
President Grant and Confederate General 
Pierre Beauregard to show the reconcilia- 
tion between the North and the South. 

By the late 1870s the Seligmans were 
at the pinnacle of their lives both socially 
and professionally, and Joseph considered 
himself to be a prominent American citi- 
zen. However, a dispute between Joseph 
Seligman and Judge Henry Hilton, the 
executor of the estate of A.T. Stewart, led 
to an event that would shake the Selig- 
mans’ faith in America. Stewart was an 
Irishman who had developed the A.T. 
Stewart department store, which had rev- 
olutionized retailing in New York and was 
once the city’s largest department store. 
His estate owned the Grand Union Hotel 
in Saratoga, NY, which at the time was 
one of New York State’s leading resorts 
and one which the Seligman family visited 
every summer with a significant retinue 
of servants. 

Stewart and Hilton had been the Selig- 
mans’ commercial rivals in retailing, and 
in politics had been allied with the Demo- 
cratic Party and Tammany Hall (which 
ironically was supported by most immi- 
grant Jews). The Seligmans were staunch 
Republicans, and Joseph had been a mem- 
ber of the Committee of Seventy, which 
had been formed to root out the corrup- 
tion of Boss Tweed. Hilton, who consid- 
ered himself a leading New York busi- 
nessman and political leader, was insulted 
by not being invited to a dinner Joseph 
Seligman sponsored in honor of President 
Grant. He therefore let it be known that 
the Seligmans would no longer be wel- 
come at the Grand Union Hotel because 
they were Jewish. The hotel was instituting 
a new policy that members of the Hebrew 
faith could not stay there. 

Joseph Seligman was outraged. While 
he was no stranger to anti-Semitic dis- 
crimination, which he had encountered 
in both Germany and as a peddler in 
Alabama, learning that a man of his stat- 
ure could not stay at one of New York’s 
leading hotels because he was Jewish ran 
contrary to everything he believed and 
had encountered over the past 30 years. As 
far as the Seligmans were concerned they 
were as American as any of their neigh- 
bors, and the suggestion that their religion 
set them apart from other Americans was 
deeply offensive. 
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Seligman did all he could to publicly 
fight this new policy. While it is unclear 
whether or not he deliberately went up to 
the Grand Union Hotel to be physically 
turned away, he did hire a public relations 
firm to place advertisements in leading 
newspapers attacking Hilton and his anti- 
Semitic policy, as he sought to rally public 
opinion in his favor. Hilton responded 
that he had the right under the law to 
exclude whoever he wanted, and that hav- 
ing too many Jews at his hotel was causing 
him to lose business. The Seligman-Hilton 
controversy dominated the newspapers 
in the summer of 1877, and Seligman 
received significant support for his public 
stand against anti-Semitism from many 
important clergymen, including Henry 
Ward Beecher, who was a leading Protes- 
tant minister in the city. To some in the 
Jewish community, anti-Semitism was a 
fact of life and Seligman’s boisterous and 
uncompromising stance against it was 
counterproductive. Seligman obviously 
thought otherwise, and thus involuntarily 
became one of the city’s leading fighters 
against anti-Semitism. There was a boy- 
cott of the A.T. Stewart department store, 
which likely led to its merger with Wanna- 
makers and to Judge Hilton announcing 
he would give $1,000 to Jewish charities. 

However, Seligman’s campaign to force 
the Grand Union Hotel to reverse its 
policy on admitting Jews was ultimately 
unsuccessful. A number of other hotels 
in the Catskills instituted similar policies, 
which were perhaps legitimized by the 
actions of the Grand Union Hotel and 
the Seligman-Hilton fight. As a result, 
there developed separate gentile and Jew- 
ish hotels in the Catskills, giving rise to the 
Borsch belt. 

Jesse Seligman’s family also faced an 
incident of anti-Semitism that was in 
many ways even uglier. Jesse had been a 
founder of the Union League Club and 
for many years was an officer as well. His 
son, Theodore, who was a graduate of 
Harvard Law School, applied for admis- 
sion to the Club and was rejected because 
of a new policy that henceforth no Jews 
would be admitted. Jesse was outraged, 
and although he was assured by other 
members that this was merely a policy of 
the admissions committee and was in no 
way directed toward him, he threatened 
to resign and asked for a full meeting of 
the Club to discuss the new policy. At 
a contentious meeting, the position of 


the admissions committee was narrowly 
upheld, and Seligman resigned. 

At the time of their deaths, Joseph 
and Jesse Seligman were hailed as two of 
America’s greatest entrepreneurs. Towns 
were named after them in Missouri (Selig- 
man, MO was named after Joseph) and in 
Arizona (Seligman, AZ on historic Route 
66), and encomiums came from leading 
politicians and newspapers. It was said 
that at the time of their deaths they were 
deeply troubled by the latent and ris- 
ing anti-Semitism they had encountered, 
and had deep concerns about the future 
of Jews in America. However, they were 
very proud of J.W. Seligman & Co. and 


hoped it would endure to become a major 
financial institution like the House of 
Rothschild. 

In reality, J.W. Seligman & Co. did con- 
tinue to exist, but its position as America’s 
leading Jewish investment banking house 
was soon overtaken by such rivals as Kuhn 
Loeb, Lehman Brothers and Goldman 
Sachs. Later in the 20th century, parts of 
it were acquired by Blyth Eastman Dillon 
and Tricontinental Corp. However, the 
fight they had championed against anti- 
Semitism in New York and throughout the 
US continued. 

In alliance with other minority groups, 
discriminatory » continued on page 39 
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Checks and Balances 

continued from page 24 

George W. Bush’s terms, however, and 
half of them were over 2% of GDP. Under 
Obama, government deficits have topped 
10% of GDP, twice those recorded under 
Reagan and completely unprecedented in 
peacetime. 

Partisans naturally want to blame their 
political enemies for this stark disintegra- 
tion of federal fiscal discipline, but clearly 
long-term forces were at play. During 
the third epoch government expenditures 
grew in nominal terms every year but 
revenue growth was much more sporadic 
and sometimes negative. Revenue growth 
exceeded expenditure growth in 20 out 
of the last 36 years, but total expenditure 
growth over the period outpaced total 
revenue growth by some 50%. The cause 
of chronic deficits was therefore two-fold: 
expenditures increased faster than rev- 
enues on average and revenues were much 
more volatile than expenditures. 

Both of those problems can be traced to 
the Great Depression. Nominal govern- 
ment expenditures have increased every 
year since 1965 because entitlement pro- 
grams like Social Security and Medicare 
grow ever larger due to demographic 
changes (e.g., an aging population), gen- 
eral inflation and runaway medical costs. 
Social Security was of course a New Deal 
program. Its biggest fault was that it pro- 
vided a permanent solution to a tempo- 
rary problem, the growth in the number of 
the aged indigent. Before the Depression, 
the elderly were no more likely to live in 
poverty than members of any other age 
group were. As their wages declined as 
they aged, most Americans compensated 
by investing in financial (e.g., annuities), 
real (e.g., rental houses) and familial (e.g., 
working children) assets. 

The Depression temporarily depressed 
all three income streams, leaving many 
retirees destitute. Instead of seeing them 
through the crisis and allowing the pri- 
vate security system to continue to evolve, 
the government instead enacted Social 
Security, in part to prevent the passage 
of even more radical plans like that of 
Francis Townsend (1867-1960). Forced to 
save through Social Security, many post- 
war Americans allowed the private secu- 
rity safety net to wither and thus became 
increasingly reliant on the government to 
provide for their retirement. Soon Social 


Security became the third rail of US poli- 
tics, a program often expanded but only 
occasionally and marginally retrenched. 

Medicare’s connection to the Depres- 
sion was less direct but no less real. Dur- 
ing the Depression, the government disas- 
sembled the nation’s first health insurance 
system, which was dominated by low cost 
mutuals and pre-paid medical care pro- 
viders compensated for curing patients 
rather than just seeing them. In its place, 
the government encouraged the creation 
of a new system based on for-profit insur- 
ers, employer-provided insurance and a 
pay-for-service model. All three innova- 
tions encouraged continual cost increases 
to satiate stockholders and healthcare 
providers. By the 1960s, many older 
Americans found it increasingly difficult 
to obtain or pay for healthcare. Rather 
than try to reduce costs, the government 
provided retirees with a heavily subsi- 
dized healthcare program that actually 
accelerated healthcare cost pressures in 
myriad ways. Those costs, which continue 
to rise faster than inflation, combined with 
increases in longevity mean that Medicare, 
not Social Security, is currently considered 
the nation’s biggest budget buster. 

The variability of government revenues 
is a by-product of Keynesian econom- 
ics, another Depression-era innovation. 
According to Keynesians, governments 
should increase spending during reces- 
sions in order to stimulate the economy. 
(Output equals consumption plus busi- 
ness investment plus government spend- 
ing plus net exports. Increases in govern- 
ment spending, Keynesians claim, can 
offset decreases in the other three, espe- 
cially investment.) Of course government 
revenues drop during recessions, so the 
increased spending Keynesians call for 
must be financed by borrowing. Although 
few describe themselves as Keynesians, 
most postwar US Presidents have increased 
government spending during recessions. 
Revenues turned negative during three of 
the last four recessions, but expenditures 
continued to grow and even accelerated 
during the last two. Roosevelt’s failed 
attempt to balance the budget in 1937, 
which according to Keynesians caused that 
year’s recession, was invoked as recently 
as the Great Contraction of 2008-9 to 
justify various economic stimulus plans 


and continued high levels of government 
expenditure. So while the effectiveness 
of Keynesian stimulus is hotly debated 
among academics, no President is likely to 
move significantly toward a balanced bud- 
get when the economy is on the skids. This 
de facto Keynesian policy consensus has 
precluded serious consideration of alter- 
native tax regimes. Contingent or standby 
taxes that would kick in when large defi- 
cits loomed were briefly employed dur- 
ing the Reagan administration, but the 
18th-century notion of directly tying taxes 
to expenditures in peacetime has largely 
been lost and is unlikely to be resuscitated 
as long as policymakers continue to think 
of deficit financing as a key macroeco- 
nomic stabilizer. 

So the next time you want to bash your 
favorite political enemy over the head, 
think about blaming the Great Depression 
instead. Maybe then we can work together 
to actually end the age of deficits. $ 

Robert E. Wright is the Nef Family Chair 
of Political Economy at Augustana Col- 
lege and the director of the Thomas Will- 
ing Institute for the Study of Financial 
Markets , Institutions , and Regulations. 
He is also the author of numerous books, 
including most recently Fubarnomics 
(2010), and is on the editorial board of 
Financial History magazine. 
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Reckless Endangerment: How Outsized 
Ambition, Greed, and Corruption 
Led to Economic Armageddon 


GRETCHEN MORGENSON 

andJOSHUA rosner 

reckless 

ENDANGERMENT 

HOW OUTSIZED AMBITION, 
GREED, AND CORRUPTION LED TO 
ECONOMIC ARMAGEDDON 


By Gretchen Morgenson 

and Joshua Rosner 

Times Books/Henry Holt & Co., 

New York, 201 1 

331 pages, with notes and index 
$30.00 

“Bubblicious.” Morgenson and Rosner 
actually call the conditions leading up to 
the economic collapse in 2008 “bubbli- 
cious.” Perhaps the authors are referring 
to the 1980’s ad campaign for the chewing 
gum of that name to imply that the real 
estate and financial markets before the 
recession were “the ultimate bubble”? 

Or maybe they are just lightening up 
a bit, as the reference comes 229 ever- 
so -earnest pages into the book. As any 
regular reader of Morgenson’s newspaper 
columns knows, the journalist is a direct 
descendant of the muckraking reporters 
of decades past, and she does high dud- 
geon admirably well. Rosner, an analyst 


and researcher, buttresses Morgenson’s 
ample Street cred. 

Together they do an excellent job of 
detailing how the financial crisis was not 
the disastrous convergence of irrational 
exuberance. Rather it was the implosion of 
deliberate and despicable schemes by a few 
malefactors of great wealth, and the inac- 
tion of many regulators and legislators. 

The typeface is sharp and the leading 
sufficient to make reading effortless. The 
writing is brisk and clear, but without 
much flair or the touches of irony Mor- 
genson sometimes brings to her columns. 
Certainly the authors have not dumbed 
down their material — as if collateralized 
debt obligations and securitized mort- 
gages could be dumbed down — but the 
reader is left to proceed through the foren- 
sics with little sense of narrative energy, 
just outrage. 

Fair enough: The bad guys are venal, 
self-dealing, treacherous. The good guys 
are sincere, diligent and honorable. The 
offenses are egregious, the trail obvious, 
the authorities oblivious. Still, the tone 
seems just a little too righteous. 

Bad Guy in Chief is James A. Johnson, 
chief executive of the Federal National 
Mortgage Association, Fannie Mae. The 
linear vector of this book is how Johnson 
took Fannie Mae from a sleepy supplier of 
liquidity to the national housing market, 
to the mothership of the housing bubble. 
He did this, the authors say, for the hoary 
goals of enriching himself and his allies. 

His opening came when Fannie and its 
cousin Freddie Mac were given a new mis- 
sion: affordable housing. The saddest rev- 
elation in the book is that in building the 
housing bubble the perpetrators played 
their hand perfectly, taking advantage of 
policies, politics and practices meant to 
help the disadvantaged. 

With everyone from Presidents Clinton 
and Bush to members of Congress press- 
ing for an expansion of home ownership, 


the road to hell was paved with good 
intentions. Fannie could not originate 
mortgages, so Johnson turned to outfits 
like Countrywide under Angelo Mozilo 
to cook up things like “ninja” loans for 
people with no income and no jobs. 

It was universally taken on faith that 
pushing home ownership was good for 
everyone. The originators were making 
billions in fees. Fannie and Freddie were 
making billions repackaging the mort- 
gages. Wall Street dazzled itself with finan- 
cial engineering. Along the way they all 
co-opted legislators and regulators from 
Fed Chairman Alan Greenspan on down, 
who kept insisting it was all well under 
control. 

The authors are diligent in naming 
names and citing numerous examples of 
brave voices who tried to ring the alarm, 
but were either ignored or overruled. They 
have told a complex and compelling story 
clearly in a manageable amount of pages. 
The book closes in 2008 with the dive in 
the stock markets, adding only the tersest 
of where-are-they-know epilogues. 

Morgenson and Rosner have done an 
excellent job of explaining, summarizing 
and reporting. They tell the story and leave 
it at that. The reader is left informed, but 
not entirely fulfilled, as if having finished 
a healthy meal of vegetables and com- 
plex carbohydrates, substantial, but not as 
savory as perhaps it could have been. $ 


Gregory DL Morris is an independent 
business journalist based in New York. 
He is principal and editorial direc- 
tor of Enterprise & Industry Historical 
Research , and is an active member of 
the Museum's editorial board. He can 
be contacted at gdlm@enterpriseandin- 
dustry.com. 
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Peddling Protectionism: 

Smoot-Hawley and the Great Depression 



By Douglas A. Irwin 
Princeton University Press, 201 1 
244 pages 
$24.95 

Peddling Protectionism is the com- 
pelling summary of economist Douglas A. 
Irwin’s multi-decade examination of trade 
policy, including the infamous Smoot- 
Hawley Tariff of 1930. It describes the 
background, rationale, crafting and con- 
sequences of a law that was neither a 
major cause of the Great Depression nor 
a benign attempt to curry political favor 
with a particular voting bloc. Those voic- 
ing divergent opinions about the treaties 
being considered by the current Con- 
gress would benefit from this slim volume, 
which describes the lessons embedded 
in the story of an iconic piece of trade 
legislation. 


Irwin starts his narrative with the history 
of the country’s tariff policy and a descrip- 
tion of the economy of the 1920s. His sub- 
sequent account of the 13 -month legislative 
history of what was officially called the 
Smoot-Hawley Tariff Act of 1930 is quite 
illuminating. It traces the nature of log- 
rolling and vote-trading that transformed 
the initial notion of raising the protective 
tariff on some agricultural goods into a law 
of broad coverage and complexity. Impor- 
tantly, it also acknowledges the reality 
that Smoot-Hawley was being debated and 
crafted against the backdrop of a steadily 
worsening economy. Ultimately, the law 
was not passed by dispassionate lawmakers 
trying to craft the best possible bill to meet 
an urgent national need, but by political 
actors catering to the special desires of 
their constituents. Lobbyists and special 
interest groups may not have initiated this 
effort to raise tariffs, but they definitely 
influenced the bill’s provisions as it made 
its way through the legislative process. 

It is difficult to fully assess Smoot-Haw- 
ley’s direct economic impact. It certainly 
raised import duties on a wide variety 
of products, but severe deflation caused 
import prices to fall, and the total value 
of dutiable and non-dutiable imports fell 
steadily as the GDP declined in the wors- 
ening depression. While looking closely at 
the tariff s impact on a variety of economic 
indicators, Irwin also weaves factors such 
as the gold standard, Federal Reserve pol- 
icy and the business cycle into his analysis. 
Even while trying to disentangle those 
threads, he notes the difficulty of isolating 
the contribution of the new tariff, since 
so many different shocks were hitting the 
economy in the early 1930s. 

It seems clear to many economists that 
Smoot-Hawley contributed heavily to a 


new climate of protectionism around the 
world. The author describes many expres- 
sions of hostility towards the law as well as 
the retaliatory tariffs imposed by impor- 
tant trading partners such as Canada, Cuba 
and several countries in Western Europe. 
He cites instances in which the new tariff 
backfired, as other countries raised their 
own tariffs and depressed the level of US 
exports. Further, he details the actions of 
many countries that used Smoot-Hawley 
as a justification for revisiting the nature 
of their own tariff policies; such changes 
often disrupted long-standing trading 
relationships for decades to come. 

In his final chapter, Irwin discusses the 
discomfiting legacy of the Smoot-Hawley 
Tariff. It was a low point in the evolution 
of congressional trade policy that not only 
failed as a protective measure for selected 
US industries but also opened a new era 
of protectionism. In the subsequent years, 
the world’s industrial economies negoti- 
ated numerous multilateral and bilateral 
trade agreements that have reduced the 
average US tariff on dutiable goods to 
5%, versus 45% in 1930. While Smoot- 
Hawley’s economic impact has long since 
faded into irrelevance, its political aspects 
are still discussed and worth remember- 
ing by every party involved in formulating 
today’s trade policy. $ 


Michael A. Martorelli , CFA is a Director 
at Fairmount Partners in West Consho- 
hocken, Pennsylvania, and an adjunct 
associate professor of finance at Drexel 
University in Philadelphia. 
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Joseph & Jesse Seligman 

continued from page 35 


covenants in housing and other matters 
in the early 20th century were defeated in 
Harlem and later throughout the city. By 
the 1960s, civil rights laws outlawed dis- 
crimination in hotel accommodations, pri- 
vate club membership and employment. 
In the 1980s, Jewish entrepreneurs on Wall 
Street such as Michael Milken and Bruce 
Wasserstein would be direct beneficiaries 
of those efforts. Joseph and Jesse Seligman’s 
decision to take an uncompromising stand 
against anti-Semitism is probably today 
considered their greatest legacy. $ 


James S. Kaplan is the head of the tax 
and estates department at the Manhat- 
tan law firm of Her zf eld & Rubin , P.C. 
and a walking tour historian. For the 
past 24 years he has annually , with Rich- 
ard M. Warshauer, given a walking tour 
of the Financial District entitled “The 
Great Crashes of Wall Street ” under the 
auspices of the Museum of American 
Finance. He has also given a number of 
walking tours on the history of the Jews 
in New York. On these tours he covers 
Joseph and Jesse Seligman. 


MU$EUM OF AMERICAN FINANCE 

NOVEMBER-DECEMBER 2011 EVENTS 


Nov 2 Walking Tour: Wall Street History. 1 1 :00 am - 12:30 p.m. 

Nov 2 Lunch and Learn Series: Cornell economist and NewYorkTimes columnist 
Robert Frank on "The Darwin Economy." 12:30 -1:30 p.m. 

Nov 3 Charles Dow 1 60th birthday event and display with the MTA and 
Dow Jones Indexes. 5:00-7:00 p.m. 

Nov 8 "Checks and Balances: Presidents and American Finance" exhibit 
opening reception. 

Nov 10 Henry Kaufman Series: Discussion with Gretchen Morgenson and Richard 
Ravitch on "The Government's Response to the Ongoing Financial Crisis 
and the Practices that Fed To It." 5:30 -7:00 p.m. 

Nov 15 Henry Kaufman Series: Richard Kurin, Under Secretary for History, Art and 
Culture at the Smithsonian Institution, on "Financing the Hope Diamond." 
5:30-7:00 p.m. 

Nov 19 Walking Tour: George Washington's New York. 1:00-2:30 p.m. 

Nov 29 Walking Tour: History of Wall Street. 1 1:00 a.m. -12:30 p.m. 

Nov 29 Funch and Fearn Series: Nicholas Dungan on "Albert Gallatin: America's 
Swiss Founding Father." 12:30 -1:30 p.m. 

Dec 7 Henry Kaufman Series: An Evening with Paul Volcker. 5:30-7:00 p.m. 

Dec 14 Walking Tour: Holidays on the Street. 1 1 :00 a.m.- 1 2:30 p.m. 

Dec 14 Funch and Fearn Series: Mark Anderson on "Small Town National Banking." 
12:30-1:30 p.m. 

For information and reservations, visit www.moaf.org/events 
or contact Tempris Small at 2 12-908-4 110 or tsmall@moaf.org. 


HOW MUCH DO YOU KNOW 

ABOUT FINANCIAL HISTORY? 



1. Who were Wall Street's first 
female stock brokers? 

2 . What company, formed as an 
express mail business in 1850, 
moved into financial services by 
starting money order operations 
32 years later? 

3 . What event in 1 859 was a factor 
in the demise of the whaling 
industry in America? 

4 . What happened to the 
Glass-Steagall Act of 1 933, 
which separated commercial 
and investment banking? 

5 . The Dow Jones Industrial Average 
closed above 10,000 on March 29, 
1 999. Five weeks later the average 
reached another milestone. 

What was it? 

6 . Whose portrait appears on the 
$5,000 bill? 

7 . What bank was originally located 
in the Museum's current home 
at 48 Wall Street? 

8 . In what year did the nation's 
first financial panic occur? 

9 . Name the three founders of 
Dow Jones & Company. 

1 0. In what year did the Dow Jones 
Industrial Average close above 
100 for the first time? 


ANSWERS 
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IT’S YOUR BUSINESS. 


Join the Museum’s 

Corporate Membership Program 

Put your company’s support behind the 
Museum’s work to teach financial empowerment 
using the lessons of financial history 

Corporate memberships can 
include the following benefits: 

• Free admission for employees and their guests 

• Private tour of the Museum for up to 50 people 

• Acknowledgment on the Museum’s website, 
in Financial History magazine, and in all other 
relevant publicity 

• Special invitations to Museum openings and events 

• Opportunity to rent Museum spaces 



ofamewcan 

finance 


.bone: 2'^:^° 


The Money- » ,K - 


For information, please contact 
Director of Development Jeanne Driscoll 
at 212-908-4694 or jdriscoll@moaf.org 


A Unique Museum Shop Experience 



The Museum Shop at the Museum of American Finance is the country's only finance- 
themed museum store. Here you will find an exciting assortment of carefully selected 
specialty merchandise with financial, historical and New York themes. 


Museum of American Finance Shop 

48 Wall Street, New York City 
212.908.4613 

Open Tuesday-Saturday, 1 0 am-4 pm 
Shop online anytime at 

www.moaf.org/shop 


MUSEUM MEMBERS RECEIVE A 1 0% DISCOUNT ON ALL PURCHASES 
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rh/anline Coins • Counlrrft it HaKts • Rant 1792 Diunc 


e numismatist 


tor catmnn 


e The First Mint 
$ The First U S. Capital 
♦ Your First Choice tor Americas 
Greatest Coin Show 


Hawaiian Coinage of 1883 : 
A King’s Legacy 


Anonymous Pioneer of 
American Numismatics 


James BAongacres 
Hand-Engraved 


iAmnni of money 


August 7-11, 2012 
Pennsylvania Convention Center 


The Bourse, Inventors', Dealers, 
Fducarional Programs and Exhibits 


lo 

YEARS 01 

ART II 
NATUI 


- The ANA Museum Sh 


Come to Philadelphia for the h 


istory , M 


numismatic 


IM 

iscover ttie norm of i’loney 

... and learn more about American financial history. 

'Where should you begin f 

Join the AMERICAN NUMISMATIC ASSOCIATION, where thousands of collectors and enthusiasts work with the world's most 
respected hobby organization to provide the education and support you need to fully enjoy the history and lore of money. 


(^Membership Benefits 

• Subscription to our full-color, monthly magazine, 

The Numismatist 

• Access to the Dwight N. Manley Numismatic Library 

• Free admission to the Edward C. Rochette Money Museum 

• Great educational programs 

• Members-only discounts 


ti Uf,nT : 


Direct submission of coins and paper money for grading 
to Numismatic Guaranty Corporation (NGC) and 
Paper Money Guaranty (PMG), or for conservation to 
Numismatic Conservation Services (NCS) 

Free admission to the World's Fair of Moneys and National 
Money Show ^ conventions 

AMERICAN 




NUMISMATIC 

ASSOCIATION 

Learn More > 'SZSEmT* 





EXPERIENCE 
THE EXCITEMENT 
AND ENERGY OF 
WALL STREET 


ONE BLOCK FROM 
THE NEWYORK 
STOCK EXCHANGE 


MUSEUM 


OF AMERICAN 

FINANCE 

48 Wall Street 
New York , NY 1 0005 

www.MoAF.org 

212-908-4110 

Follow us on Facebook and Twitter: @FinanceMuseum 


Now Showing 


n 






Hamilton: Lineage & Legacy 


Solid Gold Jeweled 


Monopoly Set 


Checks & Balances 
Presidents and 
American Finance 


Tracking the Credit Crisis 


Ongoing 


Through February 2012 


Through October 201 2 


Through November 2012 





